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U.S. DEPARTMENT OF EDUCATION

Semi-Annual Report to Congress
OCTOBER 1, 1981 MARCH 31, 1982 NO. 4

(Submitted pursuant to Public Law 95-452)

The Office of Inspector General is making signifi-
cant progress in its efforts to detect and prevent
fraud, waste and mismanagement These efforts
have; resulted in the following benefits

0 The total costs recommended toi disallowance
and questioned increased from 579 million in
the previous reporting period to .shout SIO6
mdlirnt . I 3

C OS is so stained on closed .111(1 ts increased

from S28 million in thi previous reporting
period to about 532 nulburt p I 39

O FieCOV,r1.S rosining from audits resolved

amounted to about Si 7 million during
this rpor Imo period o I 39

O tlorsolved audits over sox months old de
creased dramatically, falling from 1804 reports
in the prior period if, 164 p I

Fine% and lstitiotons resulting from in
vestigations increased from 555,0;10 in the
prior reporting period to about 51,

million it II I

o The number of conviction.,:pl mor
than doubled rising from 16 to 34 fit this

per .td 11 II 2
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF INSPECTOR GENERAL

Honorable T. H. Bell
Secretary of Education
Washington, D.C. 20202

Dear Mr. Secretary':

43
THE INSPEC rd.R GENERAL

t;1

hDR 2 7 GB2

In accordance with ehe' requirethents of Section 5 of 'the
Inspector General Act'of 1978 (P.L.. 94-452 I 'm submitting
this semi-annual report on the activities of the,
Department's Office of Inspector General for the Six-month
period ending March 31, 1982. Highlights .of our activities

1- and accomplishments are provided in the-.Executive Summar:
which begins on page i.

c-
The Act requires that you submit this re5ort,,arong with any
comments of yoUr own, to appfopria e- Congressional
Committees 'and Subcommittees, within 3 da/s

.

Your cooperation and support have playeea. major role in
successes achieved by the Office of InspeCtor General in
making the Department programs mere efficient' and economical2
and in.preventing and detecting fraud andabuse.

Sincerely,

I

I

4
400 MARYLAND A VE , S W WASHINGTON D C 2.0202

ames B. Thomas, Jt.

:1
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EXECUTIVES_

This 'is tfle4ourth semi-annual 'report issued by the Department
of Education (ED), Office of Inspector General (OIG). The

report, prepared pursuant to, the provisions of the Inspector

General Act of 1978 1P.L.,95-452),'summarizes the activities

and accomplishments of the OIG during the period October *,
1981 through March 31, 1982. Reporting requirements mandated

by the Act are indexed to this report on page V-1. Highlights
'of tour activities and accoiplish'ments for this reporting
perdod follow:

o We issued and pfocessed.a total of 2,454 reports'on
ETA operations, grantees and -contractors. .These
reports recommended disallowance of costs totaling
$57.7 million *and questioned addit,bonal costs of
$48.8 million on the $4.8 billion audited (page i-
4). Our audits also identified potential cost
avoidances of about $7.3 million (p.age 1-3). Our
audits again disclosed some major problems in the
administration of ED programs by State and local
education agencies, and others: Several of the
problems noted have national implications and have
bden or will be addressed in comprehensive re rts

tir to Depaktmentai managers.(page I-8)!

o The Departments has made significant headway in
reducing the number of unresolved audits over six
months old. As of March 31, 1982, there were 164
unresolved audits over six,months old, compared to
1,804 at the end of the previous period. Program
managers sustained and marked for recovery
approximately $32.4 million in costs recommended
for disallowance or questioned (page 1-37). In
addition, during this period a total of $7.7 million
was recovered on resolved audits (page 1-39).

o During this period, the OIG opened4,119 investigative
cases and closed 101. U.S. attorneys accepted 36
cases for prosecution and OIG cases resulted in 24
indictments this period. Also, OIG investigations
led to 34 conviotions this perio&compared to 16 in
Ithe previobs period. Fines, restitutions, and cash
settlements totaled more than.$3.9 million (page
11-2).



B4amples of some of the more significant audits and'investi-'
'

gatibns completed thisperiod follow:

o The ,contribution rate charged 'federally funded
projects for .unemployment insur,ance In one State was'
nine timesr,the rate charged State-sponsored' Programs.
The auditors recommended that excess' Federal,
contribtions totaling $18.4 Million iNe refunded to
the Federal government, and that the State periodically
revieW and adjust the contribution 'rate for Federal
projects (page I-10) .,

o A review of the, vocational educ'ation program in one
state disclosed that the State expended as much as
$27. million on ineligible projects -and made:''
inappropriate accounting adjustments of $767,000 to
avoid return of unused funds. Auditors redomeen ed
that the State refund $27.9 million to ED (page I-1,

. o A Statewide 'bilingual education review disclosed that
theprbgram was not,being effectively administered and
that the intent of the program was hot being met.
The auditors identified as 'much. as $5.9 million
misspent and an additional $1.3 million in costs which
Cauld be avoided. The auditors recommended that the
local school districts refund .$5.9 million, that
certain, projects be cancillzedr and that funding be
withheld on others. (page ,

o. A .reView of le State guarantee: agency disclosed among
other things; that Federal seed advances of about $1.3
million ' to assist the agency in meeting defaulted
student load payments to lenders were ih. excess of
deeds. The auditors recommended that the agency
consider returning the unneeded advances' The

''auditors*. _also redo/emended that the Department
re?valuate the requirements goVerning return 'of
unneeded advances becAlse current requirements
preclude - their" effective. recovery (pagd 1-23).

'prominent ,company, in a plea agreement, pleaded
,guilty, to three counts of false statements and one

is count of mail fraud, admitting that it lied to the
government is: its 'handling of defaillt'claims submitted
under the 'Guaranteed Student Loan program. In
addition to a fine of $81,000 which has been paid, the

pica agrAment stipulates 'that the firm reimbuse ED
$3,75a0 for, inkproperdefault-claimS, This-tob has
'been paid' (page II-6) .



. .

o A Federal grand jury returned an 18-count indictment
against two men in connection .th defrauding the
Pell .Grant ,prOgram.' . The indictment alleged. that
from 19'1 through" 1979. the defendants, principal
.officers \And operators of a group of proprietary
schools, engaged' in a scheme to improperly disburse
approiimate $800,000 of Federal educAtion monies
:received (pa e 11-7).

:c0 'the 'president and owner of,a b siness college was
convicted and a second official of the collbge
pleaded holo contendere on several counts' in
connection'wibh a scheme to defraud the.Pell Grant
program, The school obtained over $157,000 in P4.1
Grants by fdlsely claiming that 232 inmates,of. t'he
penitentiary were enrolled full time in a course
offered by the schobl,at' the prison. ehe president
and owner was sentenced to two years' imprisonment
and fined $10,000. ,The .second offidial is awaiting
sentencing (page 11-8). ,

o A' former co-owner of a cosmetology ,school was
indicted by a Federal grand jury on chArges of mail
fraud, embezzlement, false statements, and student '

financial aid fraud. .The ED-OIG investigation
disclosed' that the former co-owner misappropriated
at leapt $99,00Q in Pell Grant and National Direct
Student Loah furids between 'June-1974 and
Qctober 1980 (page*I1-8)..._

S
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SEGTION I

AUDIT ACTIVITIES

,

liv

, A. INTRODUCTION 0

During this reporting period, olr audit activities again

resulted invsubstantial benefits to the Department. Costs '

recommended for disallowance or questioned increased, as did

-the total dollar amount of costs sustained
by management Ind

marked for recovery\
a

Several-of the audits were particular IP beneficial to the

Department because they identifie opportunities for c

improvements in: delivery of services toprogram recipients;

controls exercised by recipients over Federal funds provided;

and program regulations affecting delivery of services. Thl:

ailditsg also identified, a potential for reducing Federal

outlays needed to fund the programs. The reqommendations made

on the audits will, if effectively implemented, result in

recoupment of 'substantial amounts of misused or idle Federal

funds and improved effectivenes in identifying and delivering

services to targeted groups. ey will also provide greater

assurance that Fdderal-funds are being properly controlled and

effectively'administered at the State and local levels.

I-1



The Department has made significant inroads in solving the
audit resolution problems outlined in our last 'semi- annual'
report. This is especially true with regard to decreasing the
backlog of audit reports over six months. old. While
improvements made tb date have been impressive, the Department
needs to ensure that appropriate attention, emphasis and
resources continue to be applied to this important task.

ti

The following sections include information on audit reports
issued, costs audited, costs recommended for disallowance or
questioned, and highlights, of significant findings and'
recommendations. They also include data on the status of
unresolved audits aid updates on the status of, significant

recommendations included in the previous semi-annual reports.
Audit reports completed,by Federal auditors during the period
.are listed beginning on page V-2.

B. ACCOMPLISHMENTS

Our audit accomph.shments this period compared favorably with
accomplishments reported in prior semi- annual reporting
periods. 'Ile issued or processed 2,454 audit reports that, in
addition for suggestions for management improvements;
recommended disallowances or e tioned costs of $106.5
million.' iIn addtibn, progra anagers sastaindd $32.4
million of the $54.6 million in cost's recommended for

disallowance or questioned On . audit reports resolved this
'period. These and .other) accomplishments achieved during
this six-month per.iod are shown in the following comparative

schedule.

4.
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COMPARATIt SCHEDULE(OF

OUTPUT/PRODU IVITY MEASURES

(Dollars in6Mill ions)

Output/
Productivity .

Measures

Reports Issued

Costs Audited.

%Recommended Disallowed/
Questioned Costs $ 78.7 $ 106.5

CostsSustained on
Audits Closed $ 7.6 $ 27.6 $ 32.4

3

I

Six-Month P iods Endin :
31 82

2,761

*

2,707 2,454

$6,300 $4,838

Recoveries $ 2.6** $ 2.8 ** $ 7.7,

Potential Cost
Avoidance S. 2.0 $ 2.3 $ 7.3

Administrative
Pines Imposed $ 3.0

*Data not available.
**Does not include all recoveries since data from PinancNNit
Management, Service was not available.

rt.

The 2,454 reports issued or processed include 'financial 4nd

compliance audits )of, graitee Jperations, economy and

efficiency reviews of Departmental programs and operations,

and contract hudits. ,) Coits recommended fot disallowance or

,guestioneq on these reports repres4ht Federal funds which

iwere nob spent in accordance with legal reguirementi or the

'iterms of grant or contract provisions.. 'A schedule showing

reports issued or processed thi's period,along with costs

I
1-3
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ecommehded for disallowance or questioned -by major
Departmental operating,components follows.

SCHEDULE OF COSTS AUDITED
AND COSTS DISALLOWED/QUESTIONED

-A BY OPERATING COVONENTS
(Dollars 3.n Millions)

Operating
Components

No. of
Reports

Costs
Audited

Recommended
Cost

Disallowance
Costs

Questioned
,

PostsecondaryOffice of
1

Education 2,187 $1,913.2 $10.3 $ 8.3()Moe Of Assistance
Management and
Procuiement Service . 193 273.0 3.5 7.9Office of.Special,

,

Education and
Rehabilitative Services 18 327.8 2.7 13.4Office of Elementary

r.iind Secondary
Edification . 21 20.3 .4Office of Educational

,1,594.4

Research and
telprovement 13 , 71,9 .2

.111
.

Office of Bilingual
Education and Minority
Languages Affairs. , 9 -38.5 5.9 -0-Office of VoCational i

and. Adult Education 8 545.5 14.8 18.4Office of Management 5 rs 74.0 -0- -0-

-7-4TOTALS . - 2,454 $4,838.3 $57.7 $48.8--z

'4

-

Some of the major audits leading to the large amounts of
dollars' recommended fo'r disallowance or questioned In these
.program ,areas, are described 'in the. Highlights of'
Significant Audits section of the report (page 1-8)'.

1-4
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C. SOURCE OF AUDITS

The audit repoTts issued this period represent both those

audits 'completed by, our own staff and those prodessed by us

which were completed by her Federal auditors,. State andm

other , non-Feder41 * auditors, and -independent public

aFcountants. A schedule sh owing the sources of all reportS

issued and cols recommended' for disallowance or questioned by

Federal or non-Federalaudit group's folows:

.

SOURCE OF AUDITS ISSUED
(Dollars. in Millions)

Source of Audits

Federal, Auditors

Number Recommended
of Costs Cost ' Costs

t
Reports Audited r Disallowances Questioned

ED-01G 144` $2,164.0 $47.7 $31.4

Others 63 298.7 1.6 .5

)(4.;;ptt and Other
Non-Federal Auditors 156 715.7 .2 2.5

Independent Public
Accountants 2,091 $1,659.9

,
8.2 14.4

TOTALS 2,454 $4,838.3 $57.7 $413.8

1. Allocation 6f Audit R esources.
e .

As indicated in the schedule above, ED-OIG issued a total of

144 audit irepotts which recommedded, disallowances or

questioned 'costs(totaling $79.1 million. Direct,audit time

devoted to performance of these audits iiillustrated irpthe
)

following chart.



UTILIZATION OF AUDIT-STAFF jiESOURCES BY MAJOR CATEGORY
FOR SIX ONTH PERIOD* ,

Elementary and Secondary Education

pectaf spgrams **

pill ilia! 14 staff years

Illif Dili 15 staff years

Postsecondary Education Sill! I 11 staff years

Internal Audit !Mit I, 7, staff years

Contract Audit flit, 5 staff years

Investigations and Special Proiectit 6t 2 staff years

Review of Reports Produced by Others lull fill 9 staff years

I I each figure represents one staff year

* Represents only direct audit time a.

** Includes Vocrtional and Adult Education, Educational Research and Improvement,
Vocational Rehabilitation, Special Education and Bilingual Education

During this period, we again expended a large part of our
audit repotirces (15 staff years) on audits classified under
the special program ateA. This was attributable, in largd
measure,. to our efforts to complete Vocational Education
audits, in' all 50 ,States-, the;District of Columbia and six
Ier'ritories by' the end of fiscal Year 1982 as jequired oY

Jubllc Law 94-482.
4

f Although we had planned to complete most of these audits in
fiscal year 1982, severe cutbacKsjoin tra unds, due to
budgetary restrictions, have caused us to dd itiatipn or
completiofi of a large number of the reviewSl

u efore, we
will be unable to meet the mandated 'audit requieements by
September 30, 1982.

1-6-
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As of tje end of this period, we have completed,23 of these

audits. 'An additional 14 ar'.4 in process and should be

completed by,Septembe 30, 1982, feaving20to.be completed:

Major audit.-efforts., were also applied ip the areas of

Elementary., an d Secondary Education, Postsecondary Education

and internal audits. The allocation of our audit resources

in ,these, areas continues to Kovide M good return on- our

investment through recovery of costs disallowed4 and

.

questioned. -Additionally, use of our resources in this males
. provides the Department .with '$a well balanced program of

internal and external 'audit coverage. Through these efforts,

ED management has been provided numerous recommendations for

improving the operations under review and avoiding unnecessary

costi.

In keeping with ou'r audit oversight responsibilities, we also

spent approximately nipe staff years. on desk reviews and

quality control reviews. These reviews are made to ensure that

the; audit reports and actual audit work performed for us by

independent public accountantsvand others meet high quality

standards,

2.* Audits Performed by Independent Public Accountants

Most of thee audit reports issued during the period (see page

1-5) were prepared by independent public accountants. The

vast majority of these audits involved financial and

compliance reviews of Student Financial Assistance programs.

The audits are required by Department regulations a d repre,

sent 85 percent of the audit .reports issued in the as,t six

months. Audits by 'independent public account'ahts are

1-7



performed in accordance w guidelides established by the DIG
whidh inclUde standards Stebrshed by the Comptroller
General.

A

As in the last report, independent public,-accountants cited

thousands of financial and compliance type deficiencies in
Student Financial Assistance Program,audits. Deficienci by
category are shown below.

DEFICIENCIES BY CATEGORY

Type of
Deficiencies

Number of
Deficiencies Percent

Administrative 1,575 28%
Account' dt 1,640 29
Student Records 781 14 .

Regulatory Violations 646 11
Program Award
Processing 652 12

Abuse and Mismanagement 319 6-
41s

TOTALS 5,613 100%
,...1===

-

D. HIGHLIGHTS OF SIGNIFICANT AUDITS

FolloWing are.examples by major program area of some of the.

more significant audit findings included in reports istued
-during this period.' The findings include a wide range of
deficiedties in the conduct ind.administration of Departmental

programs and activities by State and local governments,
educational institutions, profit and non-profit
organizations, and Departmental headquartets and regional
offices. These deficiencies range frpm poor accounting
practices and inadequate administration of

r
program activities

m
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to misuse of Federal. funds, and have resulted in recommended

disallowances or questioned costs involvlhg over $100 million.

1. Elementary and'SeCondaFy Education

Major program areas administered by the Office of ,Elementary

and Secondary Education- include: education to disadvantaged

children; assistance tcliStates,, and local gchool districts in
improving- educational quality; and assistance to school

districts_in which the tax base is. diminished by the presence
of Federal facilities. By far, -the largest program

administered is Titl,e I of the Elementary and Secondary
Education Act.

)
The purpose of Titer isAta provide Federal assistance to

local education ageticies for planning and operating special

education programs ',for educationally deprived children, in

areas having a high d*Centration of children from low income
.

families. The local, education agencies are responsible for

developing and implementing \projects to4fulfill tbe intent of

Title I.. For fiscal ,year 991, $3.1 billion- (representing°.

over 23.percent ofth14entire Department budget) was allocated

for Title I program's'. About 2.6 billion or 84 percent of the

Title I allocation was distri uted by formula through State'

/education agencies as basic grants to local- agencies to

upgrade the educatqon oppo tunities for disadvantaged

children.

During the past sx=mantn period, we issued 21 audit reports

on programs in Elementary and Secondary Educatiori. These
reports recommended disallowances of $20.3 million' and

questioned costs million.

.

1-9
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a. Overcharges for Unemployment Insurance Total $18.4

Million

A review in one State indicated that the State was 'charging

Federal programs an excessive amount of unemployment insurance

compared to State- sponsored programs. Local districts were

required to'pay into the State, unemployment insurance fund for

all of,their employeeS, regardless of whether those employees

were working on federally sponsored or State-sponsored

programs. As of July 71951, the contribution rate for

federally sponsored' programs was nine times the contribution4 rate for State-sponsored rirogrims.

Because of the -differences 'in the rates, 'federally funded

programs 'Iliad 13.8 years, of cash reserve on hand, as of

December 31, 1981, while State- funded programs had, only 2.8

yeais of cast( reserves. Ifonfy 2.8 years of cash reserves

were maintained for- federfly funded programs., the reserves

could be reduced by $18.4 million.

We recommended that the State periodically review and, if.

necessary, adjust the unemployment insurance contribution

rates to preclude excess collections, and that it refund $18.4

milli1 to the Federal government. The State agreed with the
,

first) recommendation and indicated that it *shared our

concerns" with the large federally funded cash reserva

Although it exprdsse.0 the intention to systematically reduce

the reserve, we pointed out that a Cash ,settlement appeared to

be the most practicable soluEion, since the interest income

alone currently exceeds the tot al annual payout for federally

sponsored programs. Accordingly, the cash reserves would

increase' even if there were no additional contributions for

-I0r.

S
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federally funded projects'. Departmental .officials .are

currently resolving the findings and recordmendations

contained in this report.'

b. Joint Administrative Costs of $750,000 Inadequately

Supported

A review of administrative costs Claimed by a State education

agency under Title I disclosed =that the Statesagency'had.not

implemented necessary procedures to properly allocate and

support joint administrative costs charged to the Title

program. Rather, joint casts were being claimed as direCt

charges based , upon budget projections or arbitrary
9

allocations. Federal regulations require that joint costs be

recovered under a negotiated indirect cost rate based on',an

approved cost allocation plan.

As.a result of the deficiencies noted, the auditors deterrriined
4

that about $750,000 in joint costs claimed were not properly

allocated OT supported. Specific claims which were'not

properly allocated or supported consisted Of: $546,000 in

salaries and fringe benefits, $36,000 in .travel, $128,000 in

.rental of real property, and $40,000 in other cbntral support

services.

Thetreport recommended that the State refund $750,000 in

unsupported costs and implement an effective, cost distribution.

system.for allocatinclappropriate joint administrative costs

to the Title I program's. The State cienerally'concurrep with

the findings, but disagreed with the recommended refund.

Departmental officials are currently resolv.ing the findings'

and recommendations inthis report.

.
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A

c. Million° in Title I Expenditules 0verclaimed
A

An audit in-another State disclosed that the State Department
of Education had significantly overstated expenditux?s on its
Title I finacial status reports.

This occurred because financial status reports improperly
included amounts which the. State had approved for expenditure
by local education agencies, but which had 1ft yet been
expended or' obligated. Our audit also disclosed that the
state was commingling funds for-different award years contrary
to Federal regulations. For example, beginning with fitcal
year 1978, carry9ver funds frcli

a

prior years' awards were
I

1

combined with the currtnt year's, awards and classified as
"available without regard to fiscal year" in the State's
accounting records.

j,
As a' result of the deficiencieb noted, the State-overclaimed

, 4

aboUt $1 million of fiscal year 1978 fuilds which should have
?
been returned to the Federal governmerit because they were not
spent within the statutory time limit.

We recommended' that the State Department of Education: base
its financial status reports on actual expenditures and

':obligations occurring within the statutory time limits,
account forTitle I funds separately by award year, and refund

_.,

$1 million to the Federal government. Departmental official's
are currently resolving the findings and recoMMendations
coneained'in this report.

I

1-12
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d. Inadequate Fund Reallocation Procedures Result in

Title I Children Not-Being Served

Anothser'review indicated that a State education agency-was not

reallocating excessive amounts of unbudgeted Title.I funds

retained by local education agencies as required, by Federal
regulations.

During project years 1979 and 1980,, for example, funds

:totaling $8 million and $12 million respectiVely' were not
r 4

budgeted for Title I 'projects by local education agencies.

Rather, the funds were carried overby the local,agencies into

the next projedt.year. This condition occurred because the

State education agency had of fully developed procedures to

determine the amounts of unb dgeted funds retained by 14A1
agencies which could be classifi ,as "excess' ", and eallocated

to other local agencies having a reater need. Based on the

results of our review, we estima e that abqpt $1.5 'and 0.5

million.in project' years 1979 and 1980, respectively, should

have been considered for reallocation and-that lack of action

along these lines resulted in about 10,000 eligible children

not being provided ,Title I services!

We recommended that the *State' education agency develop',

procedures to evaluate the need for retention of unbudgeted

funds try local eduction agencies and eealloc41 te
o

funds

identified as excess to other'tocal agencies with the greatest

need. Departmental officials are currently esolving the

findings and recommendations contained in the audit report.

. 1-13
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2. Vocational Education

The V

of V

prog

post
,-

re4uiring ,a,:tour-year college "degree. Federal grants are .

provided to the states to:

js

. .

ocational Education program-is admindstered by the Office
ocationaland Adult Education.. Theoverell goal of the
ram siS 'to prepare student_ at the :secondary and
secondary levels for employment in occupations not

o Extend, improve and, where .necessary, maintain
,programs pf vocational education;

o Develop new programs of vocational education;

Overcome sex discrimination and sex stereotyping in
vocational education programs; and

.o Provide part-time 'emploympnt for youths who need the
earnings from such employment to continue their
vocational training on a full-time basis.'e,

The intent,of the program is that_all persons have access to
vocational training which is 'suited ;to their needs and the

A -requirements of available job opportunities. Particuleik
emphasis is placed on meeting the needs of thedisadvalkitaged.

and handicapped through special programs and services that
will enable the participants succeed in regula.,vOcational

eduation programs. The fiscal years1481 appropriation' for
Vocational Education was $862 million, including $518 million

foi basic grants to, States.

,

Public Law 94-482 hai mandated fiscal audits of the vocational

education programs administered by, each State tsee page 1-6).

The same law requires that States submit to the Department

fiVe-year plans describing how monies allocated to them will
be spent.



A

'Audits in several States highlighted below indicate failure to

adhere to the five-year plan and other deficiencies rellting

to the allocation of funds to ,local education agencies and,

other subrecifSients.°The problem of lapsed funds cartied over

from one year to the next, described in our last semi-annual

report, was also noted in several audits during this period.

During this reporting period, we issued eight reports which

recommended disall6wances of $14.8 million and questioned

costs of $18.4 million.

a. . Vocational Education - Up fo $27.9 Million in Lapsed

and Misspent Funds Recommended for Recovery

IF)

A review of one State's vocational education progfam disclosed

significant deficiencies in the State's planning and

implementation 1,of the program and- in the related use of

program funds.

Specifically, the repot* noted that)the State Department of

Education had not fully implemented:the planning process,-as

stated in its five-year plan and that $3.2 million in Federal

funds were awarded in ertain program areas that were not as

critical as others. addition, the award and post-award

procedures inciuse 'provided little assurance that funds were

awarded in relation to labor tarket needs.

The report also points out that the State did not obligate

carryover funds ip compliance with applicable regUlations. We

found that improper accounting adjustments in the amount of

$767,000 were ,made to avoid,retUrning unused funds and that

the State spent $13.6 million of 1979 funds in 1980 on

7

1-015
)

4

I

.1

4



ineligible projects and'as much as $13.5million of 1980 funds
in 1981 on ineligible projects. Mdeover, the audit disclosed
that a $14 million Federal fund authorization had been
accumulated in excess of' funds needed to fund .current
vocational education program operations.

,

The auditors recommended a number of procedural changes to
ensure more effective administration ,Ipf the .program and.

improi,ed accounting'. over program 'funds. Recovery, of
t

approximately $27.9. million in lapsed and/or 'misspent funds
was also-ecommended. Departmental ofrOiOls ate currently
reviewing the findings and recommendat'ons contained in this
report.

I

b. Deficiencies State Management of Vocational
Education Program Result in Recommended Recoveries
of $389,000 and a Recommended Fine of $170,000

r

An /audit of ,the administration of the vocational education
program in one State disclosed that improvements were needed
by the State to better ensure that the funds provided were
used for the purposes intended and effectively administered
and-controlled.

he audit report noted that .Federal and State plan
'requirementi for allocating vocational education funds were
not foll wed and that the State awarded funds to schools in.
1980 wit out required documentation that non-Federal fiscal
effort had been maintained. In addition. the State failed to
adhere4wto approved allocation formulas contained in the State.
plans. The 'report also points out that the State did not
appropriately identify and use set-aside funds for persops

1-16
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with limited English speaking ability and ,that costs clApried-

6y..some 'schools were not limited to only the excess costs of

training disadvantaged and handicapped students. As a result,'

set-aside funds of abolit $158,000 were misused. Additionally,

about $173,090 'in Spbpart 4 funds were-used inappropriately,

and unalibwa6le expenditures -of about $58,000 were Charged tb

the-program.

The report recommended that the State refund $389,000,and that

a minimum penalty of $170,000.be.assessep because persons with

limited English speaking ability were no served. The' report

also r'ecomme'nded- that the :State recompute, using ,approved

reimbursement rates, the amount of Federal vocational

-education funds schools should have received in 1978 through

1980, and refund to the government any overclaj.ms.

Responsible State officials agreed that $3893000 of Federal
4

tunds had been misused. They did not agree, how.ever, with the

- other recommendations noted. Program officials are world-1.1g

with State officials to resolve these findings.

.03. Vocational Rehabilitation

The Office of Special Education and Rehabilitative Services

adMinisters programs in two broad funding areas: Vocational

Rehabilitation arid Education for the Ilandicapped. During-this

reporting period, OIG issued 18 reports on programs

administered. by this Office involving recommended

disallowances of $2.7 million' and questioned costs of $13.4

million.

Funding under Vocational Rehabilitation is provided by formula

and is designed to assist physically anb mentally handicapped

4
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individuals in becoming ga infully employed. 'Federal f,
distributed .under these grants may be use
support up to 80 percent of expenditures. made by State
vocational rehabilitation agencies under approved State

funding for Vocational Rehabilitation amounted
to,approximately $980 million in fiscal year 1981.

. Both reports highlOghted beloW noted procedural and adminis-
trative weaknesses in the management of this program.at he
State level.

to

a. Expenditures of $13,1 Million Questioned Due to Lack
of Supporting Documentation

In an audit of one State's vocational rehabilitation program,
we were Unable to perform all the necessary audit procedures
required to determine the reasonableness and accuracy of
expenditures reported. For the period October 1, 1976 to
September 30, 1977, 'the State received a total. of $13.1
million in Federal funds for the program, but OIG review
,disclosed that the ,-available supporting _records were
incomplete, disorganized and not referenced.

The lack of an adequate, verifiable audit trail to support
expenditures was in direct conflict with Federal-regulations
and the State's own plan which indicated that it had adopted
poiioies and methods pertinent to the fiscal administration,
and control of the program. Several factors contributed to
the absence of an audit trail. Chief among these was the lack
of written procedures describing the method for compiling the
quarterly financial status report to the Department from
internal State reports and source documents. Further, the
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bompiLat4on of this

individual , 'ari'd

familiarized with the

aequerte audit trail had

c Federal' and also a State audit, bu is

rected the identified deficilncies,

,We recommended that the State either provide documentation

to'support the questioned expenditures or return the amount

of $13.1 million tothe Department. We further recommended

prodedural improvements to ensure an audit trgil for all

subsequent expenditures -of Federal funds. Departmental

officials are ctarrently reviewing the findings and

recommendatidhs contained in this report.

J

report was entrusted'to a single

others. were not adequately'

unwritten procedures. The lack, of an

been- - identified previously in a

the Sate had .never cor-

b. Weaknesses in the Administration of Vocational

Rehabilitation Program Result in Overclaim of $1.2

Million

4
An audit Coveing.,- the financial administration of the

vocational rehabilitation program in one State 'disclosed

significant deficiencies affecting the accuracy and

reliability of financial data in use to'report and claim

costs incurred under the program.

Specifically, the auditors fouhd a number of weaknesses in

procedures and electronic data processing systems in use by

the State which led to an overstatement of program costs of

abouf $808,000. The review also found that year-end oblige-
.

tions for fiscal years 1976 and
4
1977 were inaccurately

reported. In addition. to these deficiencies, acco nting

system weaknesses resulted in excess claims Of abo .,8,000

for electronic data proc-essing costs and fringe benefits

i00



charged to the programs. The report also notes that the
Vocational Rehabilitation program was overcharged $272,000
for various administrative expenses such as worekproce;sing,
building use charges, and central office costs.
Imprbvements Were also needed in the'accountability and con-
trol of equipment purchased for the program. .

The auditors recommended that the State take a number of
actions. aimed at improving procedural, accounting and system
weaknesses, and that it refund approximately $1.2 million.
The State did not - 'generally

. agree with any of the
recommended refunds, but did agree for the most part with
the ,prOcedural deficiencies cited. Program officials are
currently reviewing the findings and recommendation(a

-contained in this report.

4. Bilingual Education

Bilingual Education is authorized by Title VII of the
Elementary and Secondary .Educgtion Act and consists of -a
number okf, different programs designed:, to increase the
English-language skills of children whose proficiency in
English is limited.and to provide support services for these
activities.. -In fiscal yeas .1981, $157 million was awarded.

;'under Bilingual Educatiop.' A key element of these programs it
ymproving

mr -
the capacity of States a local School districts to

implement and maintain programs of b ingual instruction that
can- be carried on when Federal fgding. is reduced. During
this period, we issued nine reports on Bilingual EduclOon
which recommended disallowances of $5.9 million.

4



r '

4-

it)

Statewide Review Reveals Local Projects Not Meeting

Bilingual Education Program Goals

ego

A major aUclit effort revealed that projects in one State's

local school,distriCts have failed to meet the intent of the

Bilingual Education programs. This effort, consisting pf
_47

the rev4ew of seven school districts and an ("rail review

of the State education agency, is the pilot for a multi-state

review' to determine the effectiveness of State and local

education agencies in implementing and carrying out federally

funded programs of bilingual education.

Audit work in this State'agency and the local agencies that

were reviewed disclosed generally that children were not being

effectively served, under the programs and*that projects did

not improve the State and local efforts 'on an ongoing basis.

The audit work also disclosed' that the' State did not

adequately coordinate projects among the local districts. The

auditors found an excessively high level of participation by

students who were not classified as having limited proficiency
A

in English and the failure to provide services to those for
.

whom the Federal programs are targeted.

On the basis of these reviews, we concluded that the school

districts generally violated the intent of both the Title VII

Bilingual Education program and the grant awards. We'

recommended that the local districts refund $5.9million, that

certain current projects be discontinued and that funding for-

futute projects be withheld until it can be demonstrated that

they meet' they, intent of the program. , We also 'projeCted a

-savings o $1.3million as a result' of actions initiated

1-21.



during the course of the audit. Departmental offici , s are
currently reviewing the -findings and recommendations con-°
tained in these reports.

5. Student Financial Assistance

Student Financial Assistance programs are administered by the
Office of Postsecondary Education and provide financial aid to
individuals to obtain *ducation or training,beyond the high
school level. Financial aid provided to studentd in fisc-al
year 1981 represented about ,$6.4 billion in grants, direct
loans, interest on loan's, guarantee loans and earnings, through
work study progtams.

r
During the six-month-period covered by this report, the OIG
'issued 2,187 reports on Postsecondary Education, most of which
concerned the administration of Student Financial Assistance
programs. These reports recommend disallowances of $10.3
mt;lion and questioned $8.3 million.

In addition to audit work involying Student Financial Assis-
tance programs, the bulk of OIG's investigative workload is
comprised of cases in this area. (Refer to Section II of-this
report for more informatit.)

.%Audit reports issued this period identified a numbg-r of
opportunities for improvements in the adminfStration of educa-
tion programs by postsecondary educational, institutions,
State guarantee_ agencies, and the Department of Education.
Some of the significant problems found related to inadequate
documentation; inaccurate awards; inaccurate applications for
campus-based 'program funds; and excess advances to State
guarantee agencies. We also found a need for changes in

1-22
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existing legislation and regulations governing certain
.

aspects of the _programs administered by the Office Of

Postsecondary Ed cation. The'se and other problems noted are
TIP* A

highlighted' below. Irrt

,411

a. Improvements Needed in State Guarantee Agency's

Administration o Guaranteed Student Loan Program

N./

An audit of one' State guarantee agency found that the,agency

had pot ,credited loan accounts and/or, rebated prepaid

insurance premiums to bor;pwers who prematurely withdrew from

school. As a resUlt, borrowers were charged excess insurance''

premiums. AfSo, "IdetaUlt claims submitted to the Federal

government were overstated by, the amount of unearned premium

fees obtained,,by tbe agency. Additionally, we found that

excess interest was being billed to the Federal government by

lenders-,because the agency had not established controls to

ensure that -stude4 loans were promptly converted by the

lender to repayment status when students withdraw from school.

More iMportapily; our review disclosed that Federal seed funds

of $1.3 million' advanced to, the agency to .assist in meeting'

defaulted student loan payments to lenders were no longer

needed by the agency. We found that the agency's loan

guarantee reserve fund, including Federal advances, had a

balance of $4,3 million on June 30, 1980; however, the

defaults, net `of :recoveries, for each of the past two years

.were less than $909,000. Although these advance funds are not

'needed, the pigher',Eduation'Act of 1965 as amended provides,

for the vast majority of these advances, that repayment shall

not be rruired until the advances exceed 20 percent of a

.1

4

0



guarantee agency's outstanding insurance obligation. The

represented about 12 percent of
insurance, obligation as of

advances and earnings thereon

the agency's outstanding

September 30/ 1980.

We recommended that the agency take appropriate ction to
correct the conditions noted and that it consider returning
those advances no longer needed. The agency agreed to correct
most of the 'deficiencies noted but disagreed with our
recommendations regarding the return of unneeded 'advances.
However-, it subSequently returned .$178,400 of advances, in
response to prodding by the ,Regional Office of Student
Financial'Assistance. .The De a tment is now in the process of
considering our report an the agency's reply' in order to
determine.tbe corrective action to be taken.

At the time this audit deport was issued, we,werein the
process of auditing' a guarantee agency in another State and
had found 4 similar condition of excess advance funds. We
painted out these conditions to the Office of. Postsecondary
Education and recommended that the Department re-examine
Federal requirements governing the return of these advances.
We are also initiating an internal, audit to determine the
extent of2unneeded, advances nationwide 'and to identify
specific corrective action needed.

b. Deficiencies in School's Administration of Student
Financial Assistance -Programs

- An audit report prepared for us by the Department 'of Health
and Human ,services'' Office of Inspector General on the
adminiStration of Student Financial Assistance programs\r one
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school disclosed that: the school's accounting records were

inadequate, -awards were made to ineligible ' students,

documentation to support awards or disbursements to students

was missing, and various regulations were.not followed:

Financial and compliance tests covered $1.87million W the

school's $2.7 million of 'reported,disbursements during the

audit,period. Because 'of the' deficiencies noted, we

Irecommended that the school make financial adjustments of

$l'.3 million ,or, in some instances, provide' appropriate

documentation: We al so recommended that the school restore 4

institutional funds to its National Ditect Student Loan fund

'as appropriate. Many of 'the awards were questionable or

unallowable for more than one reason.

c. , School Could Not Provide Adequate Documentation to

Support Over a Million Dollars in Student Aid Fund

Expenditures

, 336,

An audit of a proprietary school disclosed that the school did

. not have- adequate controls,over,the receipt and disbursement

of Federal fUnds. 'the.internal controls were n9t adequate to

. enture the funds were properly accounted for and used, for

purposes intended under program regulations. We found that

because of missing or, inadequate documentation, the expendi-

ture of Federal funds totaling about $436,500 could not be'

identified to specific students and/or financial aid programs,

'and that about,$26,300 in unauthorized National Direct Student

Loan expenditures were made. Our review of student 'academic

and financial aid files for required compliance documents and

the accuracy of award computations also 'showed that an

additional $479,200 of unallowable or' inaccurate awards were

made.
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We also noted that the school had identified'refunds totaling
$120,300 that were due to the Federal account., The school
also identified about .$10,000 of its National. Direct
Student Loan matching funds that shad not been paid to the
National Direet Student Loan account.

We recommended that the school reftnd $1,072,.300 to ED in
accordance with the provisions of an existing Limitation
Agreemeht between the school and ED. The school generally
disagreed*with the findings and recommendations in our report
and is researching its files to try to obtain prOper
,documentation for all disburs,ments and awards.

d. Interest on National Direct Student Loan Funds
Improperly Credited to Stat?14 General Fund

lnterest in the amount of $716,000 earned by a State on
National Direct Student Loan funds from seven State
universities was credited to theState's general fund instead
of to the universities' National Direct Student Loa/ funds as
tequired. by Federal regulations. According to these
regulations,, any interest earned on Federal National Direct
Student Loan monies must be credited to the National Direct
Student Loan account and cannot be used for other purposes.
The State's improper crediting of these monies reduced the
funds that could have been used to make additional student
loans.

The State ma tained that-it credited the earned interest to
the general fu d'to avoid being in noncompliance with State
law. We foun however,'that the State -law provides- an
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exception fpr certai

on the National Dire;1

types of interest, such as that earned

t Student Loan funds.

We recommended ha the State repay to its National Direct

Studeht Ldan accOu t .the total amount qt interest earned

'during and subsequent to the period of the audit and that it

credit all future, interest to the .National Wrect Student

Loan account. ' The State 'agreed with the latter

(recommendation but did notf agree that the'prior interest

earned should be ['repaid to the National Direct Student Loan

account. ED Program managers are reviewing the report and

he State's response to determirie the corrective action ,.to

be taken. I
e. $665,000 Questioned or Disallowed Based on

Deficiencies in Student Award

r

ARe4ional Office ot Student Financial Assistance requested

that OIG audit a college because of some significant

deficiencies it,had found in itsown program review 4 the

college.

Our audit disclosed a lack of documentation ,on student

eligibility, diibursements in excess of amounts for which

students were eligible, and unsatisfactory academic progress

by 'students. In addition, me found that the College Work-

Study time records were not properly 'maintained to support

the actual work etfort, Federal cash reported as held by the

college was not always available in the Federal cash accounts,

and the ccolleges ratio of current assets fto current

liabilities was lees than the one-to-one, ratio required by

regulations. Moteovert, our review, of the National Direct

Student Loan program showed that the college was lax in
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providing Necessary consumer information to student
borroWers, performing exit interviews, maintaining contact
with the borrowers, 'obtaining signed repayment plans, and
monitoring the ,billing and collection activities of the
contractor.

In addition to the recommended financial adjustments for
'disallowed or questioned, costs of -$665,000, we made a number
of procedural recommendations to improve the overall
administration and control of the programs. '

The college's response to the draft audit report was
positive and constructive and indicated that corrective
action was being taken. ED program managers are evaluating
the findings and the college's action.

6. Internal Audits

During this period, the OIG initiated elOen internal audits
and issued nine final reports on the internal operationsof
the Department. In addition, the OIG partl.vipated in four
projects iriitiated by the President's Council,on Integrity and
Efficiency and issued a survey report on, one project
concerning Government-mined property in, the hands- of
contractors and' grantees. A discussion of significant
internal audits.comp;eted this period follows.

a. Improvements Needed in Implementation Pldli,s to

Improve Management Control Over Consulting Services
and Related Reporting Requirements

An evaluatiOn of the Department of Education's progress iii

instituting effective -management controls over consulting
service contracts; disclosed that the Department has not
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adequately implemented its plan to improve management control

over coneldting services and relted reporting requirements.

Consequently, there was little 'assurance, ,that planned

improvements in awarding and controlling consultant services

contracts would be effected.

Among other things, we found that the plan lacked a specific

time schedule for instituting planned actions, and that copies

of ,written justificatipns for consulting services were not

being provided to the Senior ExecUtive Service manager and the

Inspector General. We also noted that the Department had not

formally designated a Senior Executive Service manager to be

responsible for effective implementation'of the management

control system as required.

We also found that there was a need to initiate numerous other

actions called for in the plan such as the development of a

quality assurance program, the preparation of written

performance evaluations of each consultant contract, and the

correction of various problems associated with reporting data

into the Federal Procurement Data System.

Management officials generally concurred with our findings and

'recommendations related to theseissues and have taken or plan

to take appropriate corrective actions.

1

b. Improvements Needed in Regional Office Reviews of

Institutions` and T4enders Participating in Student

Financial Assis ancii Programs.

Internal audits conducted in four regions disclosed that the

effectiveness of institution and lender reviews could be

significantly enhanced by taking actions. stwh -as improving
44-
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methods in use to select the entities for review, limiting the
. -

scope of reviews, improving timeliness and documentation of
review results and taking prompt action to, recover funds due.
Examples of some othe more significant deficiencies noted in
the reviews follow:

o In one region, reviews were made at many schools
where the amount of student aid was not
substantial. Consequently, opportunities toidentify misused or improperly expended funds were
limited and resulting liabilities developed by the
fxeview staff were generally immaterial. In calendar
year 1980; for example, 28, or 41 percent of the 69reviews performed were made at institutions which
had campus' -based and Pell Grant awards of less than
$35,000.

o' Reviews in another regi6n failed to disclose that
federally-insured student loan insurance premiums
of approximately $1.1 million had been owed to ED
by lenders for six months or more.

o In that same region, special allowance payments werecontinued on delinquent loans even when duediligence was not exercised by the 'lenders in
servicing and collecting4loans. This condition mayhave been a 'significant factor in the region'sspecial allowance payments, which totaled $61.5million in fiscal year 1980 alone.

o In another region, only four followup reviews weremade at schools found to have very significant
deficiencies in fiscal year 1979.- In addition, twoof the -.foui followup reviews di.4 not incldde
coverage of all previously reported problem areas.
Only one lender followup review was made between-'
10/1/78 and 5/1/81.

We have issued these four reports to the regional offices
where responses have been generally favorable. We plan to
issue a consolidated nationwide report later this year which.

"1 include recommendations aimed at improving-the quality
effectiveness of the review efforts nationwide.
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7. Contracts and Discretionary Grints

ED annually awards approximately 12,000 discretionary grants

and 1,000 contracts totaling about $1.5 billion. The awards

are made to State and local governments, educational

institutions, and profit and non-profit organizations for a

variety of educational services. The Office of Assistance

-Management and ProcureMent Service and the National

Institute of Education have responsibility for awarding

contracts and discretiodary grants. OIG provides a variety

of contract and grant audit services to the Department,

including audits -of cost .proposals and contract' closing

statements.

Contract and grant audit services are provided directly by

,ED-OIG staff and by other. Federal audit ''offices

(I/

principally the Department of Health and Human Services'

OffiOe of Inspector ,Generil and the Defense-Contract Audit

Agency , under interagency audit agreements. Budgetary

constraints imposed during this period have forced us to
.

curtail or reduce our reliance on.other offices to provide

these services. As a result,' the number of reports issued

during this period has declined.

As reported in our prior semi - annual, report, OIG entered

into contracts with four, Section 8(a) independent public

accounting. 'firms ih September 1981, for audit services

needed on approximately 80 contracts. Each of the contracts

exceeded $100,000, was physically closed and'was subject to

final.audit. During,this period, 36 of the 80 contraats

were audited. 1111;e audits contained recommendatiofis for

disallowances or questioned costa, of $7 million:aand are

included-in the overall statistics discussed below.

I
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'',During the reporting -period, OIG issued 193 contract and
grant 'audit reports that recommended disallowances of
$3.5 million and questioned costs of $7.9 million. The
audits a.lso identified' potential cost avoidances of about
$2.3 millidh on pre-award audits. These audits continue to
be effective in identifying and avoiding potential waste and
abuse in the Department's procurement activities.

a. Pre-Award Audits.

Reports on audits of cost proposals ,are advisory in nature.
However, they are extremely i'mportant because they serve to
afsist the Department in final negotiations with contractors
by identifying areas for potential cost savings. Following
are several examples pointing out the value of these audits.

0.1 A contractor' submitted a proposal Of about'
$500,000, for a project entitled, "Using Vocational
Education to Improve EcOnomic Development in High
Unemployment Areas."

= Thg purpose of the project was to promote vocational
education as a means of initiating economic developtent
`programs in urban and rural areas of high unemployment.
Our audit raised several concerns regarding the advisa-
bility of awarding, the, contract and recommended that
the Department consider these concerns prior to the
award. In particular,, we were concerned that the
objectives of the contract apparently duplicated one of
the stated objectives of the State-operated vocational
education program. , After consideratlon of this and
other issues raised by the OIG, th4; Department decided
,agaihst the award of the contract, resulting in a

cost avoidance of $500,000.

1-32



P
- ,

(2) A recently completed audit of a $2.3 million,

,contract being considered for extension, identified

,about $674,000 in unallowable and questioned costs

and an additional $300,900 in potential annual cost

avoidances.. Among other_thingt, the auditor found that:

o Thee contractor's accounting system was not adequate,
for the .accounting and administration of cost
reimbursement-type contracts.

o Consultants were paid for more days of zervice and
at daily rate higher than that provided for in, the
tonttabt.

o Labor costs were not adequately supported by time
records and were seriously suspect because of
differences between reported days of the week worked
and actual calendar days, and differences between
signatures on the time records and those. on canceled
pay checks.

o The contractor claimed excess provisional indirect
costs and did not make an indirect _cost rate
submission after the close of each fiscal year as
required by the contract terms.

More significantly, the- auditors found that

approximately 50,percent of all direct costs paid to the,

contractor were in turn disbursed to subcontractors,-and

that a modest expansion of,ED's current role coupled with

greater 'interaction, coordination and communication

among the sub-contractors could eliminate the need for

the prime contractor at an annual sings of about

$300,000.

ED procurement officials are reviewing the report and the

option presented prior to _reopening formal negotiations

with the contractor. Our conterns regarding the

propriety of labor costs charged have been turned,over to

our investigative staff.
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Clos4out Audits

Closeout audits are necessary to assure thatcosts claimed and
reimbursed are reasonable, Allocable and allowable under
Federal procurement regulations anci Departmental
requirements. These audits continue to disclose instances'
where recipients claimed and received reimbursements for
unallowable costs. Exafilples of some of these audits

4 (1) An ED -OIL audit of a grantee that had received
$2.7 million in Federal funds from' several- Federal--
departments and agencies-disclosedthat serious problems A
existed with the grantee's administration of federally
funded pOgrams, and that,about $220000 in co claimed
were either unallowable or unsupported. MES.g other
things, the auditors LOund that the grantee:

o Was insolvent
_legal ptoceedings
the .corporation;

o Had not established an adequate accounting system ofinternal contrq'ls for the receipt, custody anddisbursement of cash;

At
had ceased operation v? although

had not been initiated to dissolve

Had,incuued an operating deficit of $88,000 byMarch 31, 198). and continued to accumulate costs
'subsequent to that date. Communications fromthe
grantee's attorney indicat deficit currently
exceeds $200,000.

Further, the giantee's managem- had net established
effective policies and procedures with respect to
financial accounting or followed prudent management

1rpractices in carrying out its fiduciary responsibilities
for federally sponSored. projects. As a.-result, Federal
funds were not expended for th' pur oses intended and the
grantee engaged in activities :th t extended beyond the
purposes for whicll it was founds

1-34
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We recommended' that the Federal agencies involved not

-enter into negotiations with nor awardiefutureOgrants or

contracts to thegrantee and th't they take appropriate

action to recover $220,000 in unallowable, and

/
unsupported expenditures.

*(2) Clogeout audit; of three contracts vaned at

about $1 million awarded to a contractorlifor evaluations

and assessments. of selected education .programs and

activities disclosed that about $139,000 of the funds

claimed by the contractor was ineligible and that,another

$697,000 was not adequAbly supported by the accounting

records. For example, pertinent documentation such as

general ledgers, cost accounting records, time and

attendance records, travel vouchers and vendor invoices.

'necessary to gupport costs claimed were not avaflahle.

In addition to these problems, the company president

indicated the corporation had ceased operations.
4
4

Pursuant to our recommendations, the %Department's

procurement office has declined to negotiate or award

.further contracts to the company. Subsequent to the

audit.we learned that the president, who had previously

owned two other ,corporations, had established a nX

company. Since solicitation of DepartMent contracts
(4.

under the new company name was anticipated, we alerted

the Department's procurement office of the new company

name and the names of its pr.incipAl officers.

AUDIT RESOLUTION AND RECOVERY OF FUNDS

v.%

Wbile actual resolution of audit findings and recommendations

is the responsibility of prdgram And managemeht officials in

0...
)

4I
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ED, OIG" monitors the resolution Of audit
ll'epors to ensure that they are promptly and effectively
acted upon. During this period, we have closely monitored the
resolution of audits over six months old. This is in
accordance with the Supplemental Appropriations and
Restission Act of 1980 which required that all future audit
reports with quedtioned costs be resolved within six months of
issuance.

To assess the effectiveness of both our audit effort and the
resolution process, we also'monitor the determinations made
Department officials in resolving 'recommendations in our
reports. Costs sustained represent those monetary recommen-
dations in which Department officials have agreed with our
recommendations.

1. Resolution of Audit Reports

Historically, the timely resolution of audit reports has been
a major problem in the' Department. In our last semi-annual
report, we noted that the total number of unresolved,audit
reports continued to increase over the prior period to 3,36,7
'(representing recommended disallowances or questioned costs
of $67.8 million). As a result of increased concern and
activity on the part of Departmental' management this period,
the trend was reversed, and the total number of unresolved-

audits dropped to 1,624 (representing iecommended
disallowances and questioned costs of $144.5 million) as shown
below.

NI-36
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AUDIT ACTIVITY
October 21, 1981 rch 31, 1982

Actiom
Office-

:

,Postsecondary-
Education

Assistance
Management and
Paocurement
SerOice
SpeCial Education
and Rehabi tative
Seiyices
VOcation0;
Ad-WA-SAWA eti

$141ementary a , 0
Secondary u ation

Educational e earch
and imprc4em

Bilingual Edu tion,
and MinorIty,
Languages A

TOTAL

airs
J4 ,ft

'71 367°

°

Action
Unreiolved Audits Audits -Unresolved
Audits on Issued Closed Audits on
Bandas of , This This Rand as of
10/1/81 Period ' Period 03/31/82

3,282

49

1,572 3,378 1,476

98 54 93

13

8" '3

14 11

-07

3 -0-

=====171'8

16

14

12

10

3

1,424

Special
,reports over

the previous
total oftadditd. ever six pths
a short-te-rm tcli address th
which was initiated orior to th

A t. 6'

t-enticoryaS devoted ,to resolving those -audit
six 'ffiOntiiW'crld which totaled 1,804 at .the end' of
repOiting period.' In r-es onte to the mounting

t e' Department
e backlog, problem. The plan-,
e close of -,t1;-e last reporting ,

period,' involved( transferring a large' number of unresolved
audit 'deports to ED regional offices for reqolution. 3eris' a

resuilio of this Lizitialirive the . number , of
audits over six. months old 1-rad dropped to 164' by :the end of

, .

the current

1-37
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While the number of audi a over1,s1 months old has decreased,
the total' dollar amount

,

tlf reco ended disallowances or
questidned costs in thee& audits has actually increased from
$17.4 milliOn in the last period to $44.1 million at the end
of this period. This is attributable to several unresolved

.audits containing very 'high recommended disallowances or /

questioned costs. For example, three audit reports contain
over half of the unresolved costs in audits over six months
old.

1800
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1400

cn 1200

1000

800
am
ME 600

400

200

STATUS OF UNRESOLVED AUDITS AS OF:

September 30, 1981
0 Match 31, 1982
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c.; Unresolved Questredi Disallowed Costs

e
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While improvements made to .date have been impressive in

resolving audits - especi'lly those over six months old - the

Department still needs to ensure that appropriate action,

emphasis and resources continue to be applied to the

resolution of all audits. Recognizing that a comprehensive

long-term solution to the problem of audit resolution was

necessary, the OIG, in concert with Departmental officials,

has developed a comprehensive audit resolution-system. Final

comments on the proposed Departmental directive are being

solicited prior to issuance.

2. Resolution and Recovery of Disallowed or Questioned Costs

0
During this period,.ED management sustained $32:4 million

representing 59 percent- of the $54.6 million diSalloWed Or
, .

i
questioned irk audit reports reso ed this period. This com-

pares" with a total of $27.6 mil ion, or 42 percent, sustained

during the last period. The $22.2 million not sust 'fled by

program managers during tOis period had beeh allowed use

the auditees subsequently provided supporting documentation

or because program officials determined that sufficient

infgrmation was not available to sustain 40 recommended

recovery. In addition to the $32.4 million sustained, program

Ak officials identified additional amounts for recovery,

,
bringing the total recoverable to $37.6 million.

_

During this period, a total of $7.7 million was recovered on

resolved audits.

F. STATUS OF PRIOR AUDIT RECOMMENDATIONS.

This section presents the status of audit highlights in Our

previous semi-annual report-which have yet be resolved.

Management has been generally. respon rye to our

0
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re mmendgtions. The maters reported below, hgwever, are

3,

com lex or involve large amounts of recommended
disallowances or questioned costs.\

,
. t1. Vocational Education

a. $11 Million _in Lapsed Federal Funds Improperly
Used (Pages 17-19 in prior report)

Audits in three StlateS disclosed that the States were unable
.to fully utilize funds allocated to them within ,the
prescribed time period and that these unused funds have not
always been returned to the government. Auditors
recommended that a total of $11 `million be returned by the
three States.

Status: Neither thetatesl involved nor the D'epartment's*
program officials agreed with our position or with the
findings d recommendations for refunds in our reports.
The Department is currently considering the matter of lapsed
funds and whether the States in question should be required
to return these funds.

b. Ineffective Program Administration Leads to
Recommended Disallowances and Questioned .Costs` of
$13.4 Million (Pages 20-21 in prior report)

The deficiencies noted in this audit of a State education
agency related, primarily to a lack of internal,, controls to
assure proper funding decisions and a lack ot effective pro-
cedurei and practices in awarding and monitoring subgrants.
The auditors. recommended disallowances of $13.4

1-40 ,



Status: Since this Sbate was also among those cited for im-.

proper use of lapsed funds' above, its resolution. is still

awaiting Departmental decision on this matter. Program

officials are working to resolve this report.

2. -Student Financial Assistance

.

a. Different Interest Computation Methods Resultedin

xcessive Interest ayments (Page 24 in p

report)

Excessive interest payments of as much as $4 million

wide may have been made to lenders and the tude

Marketing,'Association, because ED regulatiOns

interest:to be charged either on'the average quart

the average daily balance of loan principa

outstanding. Oetrecommended that ,ED revise

billing methods.

Status: Program management officials agreed

mendation and promised to revise the i

methods, but have not yet issued the new re

b. Poor Cash Management Pract

Financial Aid Programs Resu

Interest Cost of $1.3 Millio

report)

This audit disClosed that postsec

region had'excessive Federal cash

that schools in'this region in 198

cess cash, resulting in $1.3 mill

costs to the Federal governNent

41

rior

nation-

nt Loan

permitted

erly or on

1 balanc.ee-

the 'interest

with our recom-

nterest billing

gulations. k
4

ices in Student

ted in Unnecessary

n (Pages 25-26 prior

ondary schools in one 7

on hand. We estimated

0 had $11.6 million in ex-

ion in unnecessary interest

On a nationwide basis, ex-



cess cash may haye totaled $.102 trillion and unnecessary
.ihterest costs X11.4 1980. We 'recommended that
ED management require schools to report excess cash balances
immediately and return any excess cash and that the
Department deny advance funding to those schools which
petsist in abusing Federal cash advances. We also
recommended that the Department propose legislation to (1)
provide a one-year authority to reuse Natio al Direct
Student Loan funds returned by schools and 2 require
schoOls* to pay interest on cash that` is drawn i "excess of
current needs-

Status: ED officials generall

recommendations and are now in

corrective action within the

Federal agencies to deal with

agreed with our ,findings and

the process of coordinating

Department and with other

this complex .problem. The
Department is also currently considering our recommendations
with regard to proposed legislation.

c. College Work Study and National Direct Student
T,oan Funds of $960,000 Misused (Page 44 in prior.
report)

An audit of a univer s College Work Study and National
Direct Student Loan funds disclosed payments of $675,000
to ineligible students, for College Work Study and improper
use of funds from both programs for general operating
expenses. We ,recommended that the university repay ED
$960,000 for the improper expenditures.

Status: Program officials agreed with the recommendations
and are actively working with the institution to reach, a
final Fsolution of the dings.

4
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. .

3. Internal Audits

*4*

a. Inadequate Controls Over Check Receipts Result in

Potential for Abuse and Unnecessary Interest Costs

of About $250,000 (Pages 29-30 in prior report)

Our review of the controls in use over remittances to the

Department showed that they were inadequate to ensure that
,

all fundd vi,e propeoly accounted fore adequately

safeguarded and deposited promptly. We
,

recommended that an
..IN .

integrated organiza n plan tbe developed to provide

iadequate internal c ntrrols over receiving, processing and

depositing checks.

'- Status: Department officials agreed with the report

findings and have made progress in implementing the

recommendations. Action on many:of the recommendations has

k,,not been completed pending.' approval for reorga ization,

centralization andestaffing of positions. .

7--- /

b. Inadequate Controls Over Interest Payment ages

31-32 in prior report)

Our report showed that the Department had not given

sufficient management attention to establishing adequate

,,.procedures and support systems: to assure that interest

payments are accurately, promptly" and properly recorded.

/-
Status: Department officials generally agreed with ,our

findings and recommendations to_ correct the reported

deficiencies. Final resolution of these ,deficiencies is

contingent on the completion of a new Interest Billing

System by the end of fiscal year 1982.

I-43 u
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4. Contracts and Discretionary Grants

a. Closeout Audit - Lack of Suppotting Documentation

(Pages 36-37 in prior report)

A closeout audit of a "$1 million contract recommended
'disallowances or questioned costs of -$536,000 because
pertinent accounting records necessary to 'support costs
claimed were not available.

Status: Our office subsequently completed closeout audits
of three other contracts awarded to the same contractor
involving another $1 million (see page 1-35). The latter
audit identified an additional $836,000 in unallowable and
questioned costs bringing the contractor's total potential
liability to ED.to $1..4 million., ED officials are currently
working to resolve all audit issues with the contractors, and

o no final resolution has been made on the amount of refUnds
due ED.

b. Closeout Audit - Improved Accounting and internal
Control Procedures Needed (Page. 37 in prior
report)

`An audit of one .State university's administration of $5.8
million, in Education Department grants; and contracts
disclosed that accounting'and internal 'control procedures
needed improvement. The auditors recommended that a total
of $802,000 be recovered and that the university make
certain changes in its accounting policies and -interrral
controls.



Status: ED officials are currently working; with the

university to correct the accounting and internal control

system deficiencies identified in the audit repOrt;

i G. OTHER AUDIT MATTERS

1. Title I Court Decisions

Two Federal circuit court decisions rendered during this

period may significantly affect ED's ability to recover

fun& misspent under Title I of .the Elementary and Secondary

Education Act. These decisions, State of New Jersey v.

Shirley Hufstedler 662 F.2 208 (3d Cir. 1981) and State of

West Virginia v. Secretary of Education 667 F.2 417 (4th

Cir. 1981), involved three States (a case involving the

State of Pennsylvania was decided along with the New Jersey

case in a consolidated decision) that were appealing

determinations by ED that they refund monies identified in

OIG audits as having been ilssEgat. The impact of these

decisions - both made during the same week in October - is

uncertain at this time since they directly contradicted each

.other.

In the New Jersey decision, the Court found that the Federal

government had no' authority to order repayment ol the

misspent funds through an administrative process because the

funds were received prior to 1978. The Federal government

may halT....ito sue in\a Federal distridt court to recover in

each case. The .Court held that statutory authority to

recover the misspent funds "administratively did not e ist

ur0.1f4 it was _specifically enacted in the EJtf ation

Amendments of 1978. Conversely, the West Virginia decision

1-45
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upheld the Department's right to recover funds through, an
administrative process. The decision stated, "There is no
legisr6rtiva_indication that the authority to order repayment
is to be ..e tactive only prospectively,-'and the statute's-t

remedial pur oses will be more-fully served by applying it
'retroactively."

Petition for rehearing in each of these cases was denied.
The Department of Justice was considering at the end of this
reporting period whether to appeal the adverse decision in
the-New Jersey case to the United States Supreme Court.
Deadline for appeal in the,---West-Virginia case has already
expired.

2. Single Audit Concept

The Inspector General strongly supports .the single audit
'concept and 'recently testified before a Congressional
dtmmittee that in his opinion the process was both
conceptually sound.and administratively feasible.

Several activities have been undertaken this period to
further promote and implement tie requirements of Attachment
P:

o Principal OIG officials have held numerousSpeaking engagements with Federal, State and.
private organizations including Intergovernmental
Audit Forums, Chief State School Officers, the
Association of Government Accountants and the
Council for American Private Education.

o The Inspector General was designated the Chairmat
of the Single Audit SteeringCommittee established
by the Joint Financial, Management Improveient
Program. In this capacity, he is responsible for
coordinating,he implementation.of Attachment P at
the various levels of government.

1 -46.
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The OIG has developed a slide and viewgraph
training package for'use in presentation to State
and local government groups.

Additionally, our Regional Inspectors Genera], for Audit have

met with officials of practically all State detiartments and

agencies for which this Department' has cognizance to

familiarize them with the single audit concept and to survey
41.

their ,operations._ Additionally, the .0IG is providing

technical assistance and guidance to non-Federal auditors

planning single audits..

In Delaware, where we'have cognizance fOr the entire State,

the State auditor is in the preliminary stages of conducting°

a single audit of all State departments'and agencies. To

assist the State auditor in performing a single audit which

meets the needs of tht other Federal agencies, we

established a committee composed of representatives from

each Federal agency providing grant and contract awards to

the State. The committee approach will enable us to provide

effective up-front: techniCli assistance and guidance. TO

daq, two States - Alaska and New Jersey - have c9mpleted

single audits of their State Departments frci--'Education.

1-47
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SECTION II

INVESTIGATION ACTIVITIES
11

A. INTRODUCTION

he OIG' s aggressive

prdsecutR persons de
'
doubling Of convict

cl9tendere. In additi

and riestitutions

case

so in

effort to identify'- and successfully
.,/- .%

audimg, ED programs has ,resulted in a

ons and pleas o guilty or nolo

n the dollar valu of assessed-lines

eased dramatically because of one major

e number of. investigative cases opeted and closed. 0.

ased. . An overview of. tlie in vestigation activities

during this reporting period apd an 6lapdate of significant

cases p4.7 iously reported, is presdnted .in the following

sections along with cas worq.oaa :,13.tati,ptics, investigative
, .

accomplishments and_ high ol is 4ses:

B. INVESTIGATION ACCOMPLISHMENTS

41 4

During r = pe od assessed 4 ines and restitutkons resplting

- from ou investigations, increased from $55,000 in the prior ,

six-month g:r iod to,$3,232,000 in tflis'peeiod. Th at amount.

01 Va S a S S e Sigk d 'against one corplTation and 22 separate

individuals."-- The largest' fine was $3T 000 the lagest
, .

restitution was q,750,000, which ,w2s paid by a corporation,
. 4. ,

ad , _stipulated ,in a plea, agreement, f filipg improper

Guaranteed Student Loan default , claims..
. .,

5,5



4 0

a

o

In addition, 32 defendants have been sentenced to.

incajrceration probation, or pre-trial diversion, nine' are
awaiting sentencing, and eight are in a fugitive siltus., 6

These and other accomplishments achieved during this six-month

period iie shown in the following comparative schedule of our
output and performance measure for the'three most recent
reporting peiiods.

4

°

°

COMPARATIVE SCHEDULE OF INVESTIGATION
OUTPUT/PERFORMANCE MEASURE:,

Output/
Performance
Measures The Six -Month Periods Ending:

3/31/81' 1/30/81 3/31/52-
,--

.
cases Opened 220 108 nip

.

Case's Closed 1244 83 101

Cases:Referred for
Proseqution 32 69 57

Cases Accepted 10 ' 43 36
_ .

Cases Declined 22 26 -21

Indictments/
Information 5 41 24

COnvictions/Pleas 12 16

RestitutiOns and.
Fines $2,500 $55,000 *$3,932,000

* Includes a aingle restitution in the amount of $3,150.555.

ts

'V Another noteworthy achievemeht during this period involved the

role played by the OIG in .getting .a State tO strengthen
control over its Guaranteed Student Loan program.
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The OIG has investigated several cases in one State in which

individuals have fraudulently received Guaranteed- Student

Loans by falsely claiming enrollment

pbstsecondary schools. These schemes have bee accomplished

through the forgery of school officials' signatures on the

certification of enrollment portion orthe Guaranteed Student

Loan application. To date, OIG inves4gations have resulted

in the'successful prosecution of six individuals repregenting

an actual loss to the Department of approximately $125,000.4

Our involvement in these cases has also prevented attempts by

these subjects to obtain an additional $100,000 in Guaranteed

Student Loan funds. 4

and' attendance at

For years, thelState- guarantee 'agency in this State has

allowed Guaranteed Student Loan ,lenders to have loan checks

made payable solely to th4 borrower and mailed'to-his or her

hoine address. As a result, in part, of the OIG investigation'

efforts, the State guarantee agency has now instructed lenders

to make loan checks' jointly'payable to the borrowei and the

school and mail checks directly to the school. We believe

that this new dual endorsement system will significantly

reduce the incidetce of Guaranteed Student Loan fraudin this

State.

C. INVESTIGATION WORKLOAD ANALYSES .

Jo.

/-
Following is summary data on the number of casesropene ,

closed and active for the period October.1, 1981 thr(6ugh March
t-

'31, 1982:
, q

/

r

11-3
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Cases active. September 30,,1981 274'
Cases opened this _period 119
Cases closed,this/period 101
Cases

-
active March 31,'1982 . 292.,..

-

Jr
<

The cases opened during .this period' have been '9alyzed .to
show:

program areas which generate cases;

o patterns of alleged criminal violations; and

o major sources of allegations.

AbuSes.--in the Student Financial Assistance prograins continue
to account for a majority of the cases initiated by OIG.
During,thecurrent reporting period, 76 percent of the 119'
cases opened Involved one or more of these programs. This is
an increase of 11 percent over the prior reporting period. Of
the remaining cases, half, or 12 percent of the total,
involved employee misconduct cases', and.half involved other4
Education Department programs. The following chart shows the
incideriee of `possible violations among. the 119,cases.initiate
during' this period (most cakes involve several possibiJ

virolations):

l.AL EGED'CRIMINAL VIOLATIONS

Description

False statements

Student 'financial aid fraud

Embezzlement and'failure
to account: for public funds

Fraud using the 'U.S. Mails,
telephone, tel graph or
false names o addresses

...,

'Number of Cases
in which Alleiged,

83

59

32

22'

a,

Ant



Conspiracy to defraud the U.S.

Bank fraud-credit information

False claims and demands for
payment of public funds

Bribery of a public official
and conflict of interest

Other Federal or local statutory
violations

18

16

12

3

18

Allegations which lead to the initiation of OIG investigations

are received from various sources. Analysis by source of

cases initiated during the period discloses the following

breakdown.

SOURCES OF ALLEGATIONS FOR CASES OPENED

Other Federal Agencies

Intradepartmental

Refefrals

State Agency

Referrals

Hotline & Anonymous

Allegations

Student Complaints

Insgitutiow.feferrals Other

Iodides:
Ouse Comp Mutts
Congressional Reftrra

Newspaper and Media

Witold teas leaders
U.S. Attorney Referrals

and Others

OIG Audit

Referrals

II-5
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D. HIGHLIGHTS OF SIGNIFICANT INVESTIGATIONS

The following section provides examples of some of the most
significant cases prosecuted or accepted by the U.S. Attorney
during the period, an update of investigations highlighted in
the p'rior semi-annual repol,p, and a- discussion of matters
referred to Departmental officials for administrative action.

,

1. Cases' SucceSsfully Prosecuted or Accepted by U.S.
Attorney

7

o In a plea agreement accepted by a Federal district
court, a corporation pleaded guilty to three counts
of false statements and one count of mail fraud,
admitting that it lied to the...government in its
handling of default claims submitted' under the
Guaranteed Student Loan program. The company has
paid a fine of $31,060 ,in the ,criminal case.
Significantly, the plea agreement also stipulated
that the firm repay $3,750,000 for improper default
claims it had filed. The Department of Justice is
also prosecuting two former employees who were
charged in a 43-count indictment with conspiracy to
defraud, false statements, mail fraud and aiding and
abetting. The two held supervisory positions
related to the administration of the Guaranteed
Student Loan program at this corporation's school
and had allegedly been involved, in default claim
falsification.

lc,
o The vice'presrdent and secretary of a securities

firm was sentenced in a Federal distribt court to
three years' imprisonment and fined $5,000 after he,
pleaded guilty to six counts of wire and mail fraud
in connection with a scheme to defraud a bank. As
part of the scheme, this individual induced a, bank
to 'purchase a. $500,000 "package" of Guaranteed

PStudent
Loans by Rromising to transfer the loans to

f the bank's agent. apd to repurchase the loan
portfolio in 90 days for $514,000. Although the
bank received a sale document from, the securities
firm and verbal assurances from the defendant that

11-6
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: the loans were in route to the bank's agent, they
were never delivered. The investigatiOn
establtshed that the $500,000 "package" of
Guaranteed Student Loans had never existed.

o The operator of a schoor pleaded guilty to obtaining
approximately $35,000 in Student Financial
Assistance funds by fraud and false statements. The
defendant was sentenced to a year in prison, fined a
total of $16,000 and will be required to perform 100
hours of community service upon release. The.

investigation was a cooperatiVe effort with the
Federal Bureau of Investigation.

9 A Federal grand jury returned an 18-count indictment
a%inst two men in connection with fraud involving
the Pell Grant program. The 'wo were the principal
officers and operators'of several schools-and were
each indicted on six, counts of mail fraud and 12
counts of false statements.

The indictment alleggs that from 1976 through 1979
the defendants engaged in a scheme to improperly
disburse the approximately $800,000 of Federal
education monies received by their schools.
substantial portion of the Federal funds advanced to
the schools was allegedly used by one of the
defendants for personal expenses. It was also
alleged that they intentionally failed to properly
administer the funds and, misrepresented the true
financial situation of the schools in order to

obtain additional Federaleducation funds.

o The directof of a proprietary school was charged
with theft of Overnment property and

misapplication of Guaranteed Student Loans. A
Federal grand jury handed down the 21-count
indictment in February, which charged theft of

almost $26,000 in student financial aid funds and
misapplication of funds totaling $18,000 through
failure to refund Guaranteed Student Loans made by a
State lending agendl, to rion-graduat'ing students.

o A bank loan Officer was indicted for embezzleMent by
a Federal grand jury. The loan officer was charged
with approving approximately $9,000 in fraudulent
Guaranteed Student Loans and diverting the loan

II-7
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proceeds to his personal use. The joint
investigation with the Federal 'Bureau of
Investigatidn also determined that the defendant
had previously been convicted of forgery, violation
of parole and grand theft with criminal
imperson4tion. A trial date has not yet been set
for this case.

o A Department of Education employee pleaded guilty to
a one-count information charging Student Financial
Assistance fraud. Investigation by OIG established
that the employee had fraudulently obtained student
loans totaling approximately $10,000 between 1968
and 1979 and diverted the proceedg to his personal
use. The "employee also fabricated academic
credentials on his Personal' Qualificationg
Statement in order to be selected. for a- position
wit greater promotion potential. 'Sentencing is
pending completion of a pre-sentence investigation
by the United States Probation Office.

o The president and owner of a business college were
sentenced to two years' imprisonment and fined
$10,000. The owner, a former clergyman, will also
serve two., years' probation after release from
prison. We had previously pleaded nolo contendere
to a two-count information.

The schodl had obtained over $157,000 in Pell Grants'
from 1979 until 1981 by falsely claiming that 232
inmates of a penitentiary were enrolled full time in
a computer programming course offered by the school
at the prison. A second college official,' who
directed the school's penitentiary education
program,

mane
pleaded nolo contendere to charges

that he maae false statements as part of a scheme to
defraud the Pell Grant program. ,That,official was
sentenced to two years' imprisodment, a $10,000 fine
and three years' probation to be served after
release from prison. During-the first two years of
the probation, it was stipulated that the official
will pay, the $10,000 fine and make about $38,000
restitution.

- .

o A former co-owner of a cosmetology school was
indicted by a Federal grand jury. The six-count
indictment charged mail fraud,eMbezzleMent, false

.t
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statements, and student financial aid fraud. The
ED-OIG investigation disclosed that the former co-
owner, who has a prior conviction for embetzlement,
misappropriated at leaSt $99,000 in Pell Grant and
Nation'al Direct Student Loan funds between'June 1974
and October 1980.

o An individual who had falsely claimed he was a

student at a beauty school pleaded guilty to
embezzlement in connection with a scheme to

fraudulently obtain Pell Grants and Gdaranteed
Student_ Loans totaling $4,000. A former school
official, who assisted in the scheme by falsely
ceetitying that pie defendant was a student, was
separately charged in the indictment with
embezzling approximately $9,060 in Student
Financial Assitancek(funds.

4

o As the result of a cooperative investigation with
the U.S. Postal Inspection Service, a Federal
district court 'zentenced 'an individual .to three
years' incarceration and ordered that she serve a
minimum' of six months. The defendant admitted
making false statements,- filing false loan
applications and committing mail fraud in

connection with a scheme to defraud the Guaranteed
Student Loan program of $12,500. During a three -
month period in 1980, the defendant r eived five
Guaranteed Student Loans, using f ve different
names and social security numbers, by submitting
'applicationg to various local banks. The
defendant has a record of prior criminal offenses
spanning nearly 20 years.

o A student was charged in a five-count indictment
with bank fraud, mail fraud, and false statements
in connection with a scheme to illegally obtain a
Guaranteed Student Loan. Tile student, who worked
in the school's financial aid office and received
College Work-Study wages, used an alias ,and a

fictitious social security number to obtain a

$2,500 Guaranteed Student Loan. A trial date has
not yet been set.

$ o A Guaranteed Student Loan applicant was sentenced
to serve five years in prison and five years'
probation. He was previously indicted on charges

11-9
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Aof making `false statements on Guaranteed StudentLoan applipations; forging' the school'
certification stamp used on the applications; and
committing mail fraud. The defendant has a priorrecord of criminal convi- e-tions. k. The courtremanded him t4 the immediate custody of theUnited States Marshals Service. When his personal
possessions were searched after he had beencommitted by the court, newly forged Guaranteed
Student Loan aPplications and narcotics werefound.

2. Matters Referred .for Administrative Action

In appropriate cases, it is the policy of the Inspector
General to refer the results of investigations to the pr.'oper
Departmental officials for necessary administrative or
personnel actions. Although the majority of these referrals
involve employee.misconduct, the following example concerns
a programmatic matter at the grantee level.

o The OIG recommended that three local educationagencies refund $2.1 million in improperlyexpeTided Bilingual Education funds. The
recommendation was based onkthe results of several
investigations conducted by the OIG whichestablished that the funds were used in violation_of Federal regulations. Those, violations werenot, however, criminal in nature. Instead ofproviding bilingual instruction to--"children of-limited English-speaking ability, the local
education agencies were using the grants to teacheither Spanish, French, or ItAllan to childrenwhose dominant 16nguage was English. The findingsof these investigations were referred to
bepartmental officials who are working to takeappiopriatection to recover the imprqperly
expended funds and to deny additional grant fundsfor similar unintended.purposes.

r
3. Update of Previously Reported Investigations

,

Our last- semi-annual report highlighteq several
investigations which have since been concluded with the
fbilowing results:

II -10
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o We previously reported that a Federal grand jury in
New York-returned a four-count indictment charging
an individual with bank. fraud pertaining to the
Guar teed Student Loan program. That indictment
led to the first of many convictions flowing from a
Guaranteed Student Loan fraud scheme perpetrated by

at least fifteen members of one family. Their
criminal 4ctivity- has-thus far been traced' to three
States and dates back to 1975.

To date, nine persons have been charged with false
statements, bank fraud and/or Mail fraud and one
defendant has entered guilty pleas in two States.
Seven other persons have plNded guilty in one
State, and one additAinal family member has been
indicted in two States. More indictments and

convictions . are expected, as this investigation
continues. ;

In February 1982, the 65 'year-old owner of a

computer training school pleaded nolo contendere to
a felony charge of making false statements about
College Work-Study funds he obtained in 1979. As

reported in our last semi-annual report, the

defendant was charged, in a seven-count Federal
grand jury indictment in August- 1981, with
fraudulently obtaining nearly $17,000 in work-study
program funds by falsely.reporting that he lased the

,funds to employ students. Sentencing in ehis case
is set for mid-April 1982.

o As reported in our last semi-annual report, 27

persons were indicted by a Federal grand jury for
fraudulently obtaining nvpr $324GL.OLiMGILALAnt:teq_
Student Loans and Pell Grants by falsely claiming to
be United States citizens. The indictments were the
result of a two-month joint investigation by the

Inspectors General of the DepartMent of Education
andthe Department of Health and Human Services,
United States Postal Inspectors, Immigration and
Naturalization Investigators and the Milted States
Marshals Servicd.

The investigation establ shed that these, 27 persons

(18 men and nine women) ad gained eligibility for
,the loans and grants by falsely claiming to be



,United States citizens. The defendants had
attended ten area schools and colleges at various
times.

To date, nineteen have pleaded guilty and have
received suspended sentendes of from six"months to
three years and have been pfaced on probation with
orders to make restitution of the illegallyobtained loans and grants. Of the remaining eight
cases, seveir defendants are fugitives and one
indictment was dismissed.
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A. INTRODUCTION

SECTION III

FRAUD CONTROL ACTIVIT;ES

0

This period showed an increase.in the number of complaints and

allegations received on the OIG Hotline concerning possible.

fraud, waste and abuse in various Education programs. Also

during this period, the Department's &"mmittee cFraud, Waste

and Mismangement, working closely with the qic4 undertook a

major effort to conduct a pilot review of ,internal controls at

the National Institute of Education. The OIG also contine

its efforts to heighten employee awareness of and sensitivity

to the problems of fraud, waste and abuse thi.ough preparation

and dissemination of another Inspector General Integrity Guide

`111
and conduct of training sessions on employee standards of

conduct.

COMPLAINT CENTER

Sikie the- Complaint Center (OIG Hotline) was established, we .

have received a total of 250 complaints including 72' ref-eered

by the General Accounting Office `T date a total of 155

complaints have been closed and 30, or about 20 percent, have,

been substantiated. The chart below depicts Complaint Center

activity since inception.



ac
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Includei 22 GAO referrals which MO tiielfund to the newly estiit:had Department of Edocatoe

During this reporting period, we partially or wholly
A

substantiatdd 12 of the 63 complaints closed. The status of
complaints received by major category follows,_
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Statat_gf Com_plaints Received

Total
Received

Open as
of Received Closed

Open as
of

Types-of Allegations To Date 9, /30/81 This Period This'Period 3/31/82

Student Financial
Assistabce 75 17 36 17

Grants/Contracts 60 22 15 10 27
-maga

Employee Misconduct 313 13 12 12 13
U

Administrative 35 7 12 , 13 , 7

Travel/Miscr' Expense
Funds 23 5 9

Othe'r 19 0 9 6 3

TOTALS ' 250 '66 92 63.== 95

fi

,

As noted, the largest cat4gory 'of. allegationAreceived,

-involved Student Financial kssistance. This is-,compatible
A

with our investigative experience (see page 11-4), which shows

that most cases opened also Financial
.5

involved Student

'Assi.stance.

, or

While th'e number of complaints /Subgtantiated is relatively
'small (about 20, percent), results to date have been,

encouraging and have resulted in administrative or

disciplinary ,action, and actual or potenti,k recoveries. of

Misspent Education funds.

4

4

et.



In fact, since its inception, savings and potential iedoeries--w%

resulting f;om the OIG Hotline have amounted to approximately
$215,000. Two examples of the more 'significant complaints

aptrate urATTErs penwirrarm77----

o
.

',An anonymous complainant alleged that a public
School district' was misusing Title I funds provided
under the Elementary and Secondary Education Act.

-The allegations clained.that program funds were used
to pay heating costs for schools thiou0out the
district, regardless of Title I participation. It
was also alleged that Title I *funds Are used foe
unauthorized purchases *of equipment and supplies
not related to Title 1 concerns. The information

eive"y.,the Hotline was referred to the Title I
ector of the State involved. A subsequent audit

by State* program personnel substantiated most of the
a1,1.egations. Misuse of over $10,000 in Title I
*funds was cited and the school ,district was required
to refund the full amount. There was no evidence of
criminal violation, but local auttforities were
advised of program areas requiring improvements in
order to avoid-future audit exceptions.

./Th

o Numer9us complaints received on the OIG Hotline
alleged that .a postsecondary institution was
misusing ED grant funds provided for bilingual
education projects. Allegations, involved the use. of
these grant funds for unrelated projects;
overawards to. participating students, and
unauthorized travel -and purchases. --- Afi audit
conducted by the OIG partially substantiated the
allegations, confirming the use of .$310ad

'projects not related to bilingual education and
overawards of $7,500 to participating students. ED
is currently seeking repayment of thete' funds.

I
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C., SPECIAL PROJECTS

1. Review of Internal Controls at the National

A pilot projec _to review and evaluate the adequacy of

internal controls n place at -the National Institute of°
, *

Education was initiated by the Department!_s ,Committee on

Fraud, Waste and Mismanagement.- Staff from OIG, the National

Institute of Education and three other ED offices participated'

:in the project. The purpose of the project was to develop
r

internal control objectives for all the InStitute's programs

aA activities; view and assess internal controls in place;,

and estblis procedures for ,evaluating internal' controls

-throughout, E

Most of thig project has been completed. In all,,64 internal

control objecti.ves were developed to assist management in

achieving effective internal controls'over the operations of

the /nstitute. The project team has also completed its review

of internal controls currently in place. A draft'report of

the: findkngs and recommendations has been prepared and

prwiided t6m nagement,for review and comment. 44.

The procedures developed for Conductting 'internal contro

evaluations have been provided to ED for considertion and

possible uge in preparing its plan to meet the requirements

set forth in Office of, nagement and Budget Circuldr4A-123 on

InternalCoptrol SysteMs.
4t.

4I
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2. Employee Awareness

0.6

The OIG is continuing its efforts to heighten ED employees',.
awareness of. their responsibility to prevent waste and
mismanagement.' The second in a series of Inspector General
Integrity Guides has been completed_ and will be distributed in
April 1982. The Guide summarizes the Department's time and
attendance requirements and briefly cites case histories of
time and attendance abuses and disciplinary actions taken.
The Guide also highlights certain employee responsibilities
and areas where there have been ,problems in the past. It
further reminds supervisors of their '-- first-line
responsibility for recogni2in.6 and correcting time and
.attendance abuses at the earliest stages.

In a related effort to increase employee awareness, the OIG
provided training on 'standards of conduct to thr.ee groups
within headquarters and one in a regional office which
included viewing of the film, The Consent of the Governed,
an Enduring Public Trust. This film highlights employee
responsibilities relative to standards of conduct. We are
currently considering mandatory aitendanceof this training
by all ED employees.

111-6
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. SECTION IV.

OTHER MATTERS .

A. STAFFING AND BUDGETARY CONSTRAINTS ok

Since its, inception, OIG has been working under a full-time
. .

equivalent personnel ceiling of 304 positions. Of the 304

authorized positions, 267 were filled as of March 31, 1982

(iee chart below). This represents a further drop in on-

board staff from the last reporting period due to buaget

constraints.

300

250

200

oo
100

50

0

STAFFING TRENDS

(304) (304) -(304) (304) (304)

(300)
(288)
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On)
OOOOOOOOOOOOOO

. OOOOO OOO 1156)
OOOOOOOOOOOO (150)

(132)

(69)

(66) (59)
(51) (49)

I I I I I

5/4/80 9/30/80 3/31/81 9/30/81 3/31/82

Authorized Staff

doB Total Osbard Staff

Aiditors

linstgators

This chart reflects the overall :tithes sitsabee sane the format's& of the
Departmeet en lily 4, 11$0.
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Budget constraints during this six-month period have been
vere. e President's fiscal year 1982 bAdgq presented in

March requested a total of $12,989,000 and 331 full-time
/6quivalent positions for the OIG. Since that time, revisions
to the P.esident's budget along with Actions.-taken by the
Congress in passing a continuing resolutibn for fiscal year
1982 have served to reduce our-overall funding and staffing
levels by about 16 percent. have been

aboperating with a funding level of out $11,0 0,000 and an
authorized ceiling of 304 full-time eJuivalent positions.-,

As a result of the budgetary constraints, we have had to:
impose a hirihg freeze; suspend promotions and reduce
training; curtail essential travel and reduce the number of
congressionally mandated audits we had pl nned to
accomplish; 'and suspend reimburtable agreements
Federal audit grOups to have grantee and con1

performed for us.

ith other

ract audits
a

4

The conditions noted above have occurred in the last six
months and are therefore not fully reflected in our reported
output/productivity measures for the period. It is evident,
'however, th4t thes% conditions may well result in a

discernable decline in our accomplishments for the next
-semi - annual reporting period.

B. REVIEW OF LEGISLATION AND REGULATIONS

The Inspector General Act of- 1978 (Public Law 95-452):,
Section 4(a)ri(2), requires Inspectors General to review
existing and proposed legislation and regulations relating
to programs and operations of their Departments. Reviews

1V'2
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gr At
are made to determine the impact of such legislation and

regulations on the economy an effici.ency_of.. pro,sr...amsand

operations' financed by the Department and on the prevention

and detection of fraud and abuse in these programs and

operations. During this period; we reviewed 31 pieces of

legislative proposals and 67 proposed regulations.

We: have also taken several steps ddring this period to

improve the function of legislation and regulations, review.

To this end, Departmental procedures are being developed

provide for our review of 'proposed legislation and

regulations as soon as possible and for submission of our

own comments separate from\those submitted by the rest of

the, Department when we deem it necessar . We have also

worked to improve the internal OIG oper ing procedures in

order to increase the quality. and timeliness of- our

comments.

In addition to commenting on. proposed legislation and

regulations, we have placed greater- emphasis on reviewing

existing legislation and regulations during the course of

our audit work. Some of the highlights of this effort are

discussed below along- with significant comments om_proposed

legislation and regulations:

1. Recommended Changes in Migrant Education et. Program

Regulations

As a result of recent audit activity involving the

admivistration of the Migrant Education' program (funded

under Title I of the Elementary and Secondary Education
0

Act), we identified a need to consicce14,. the revision of the

regulations which define eligible migrant children.- We

IV-3
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believe that the number_of children identified as currently
migrant is materially

averstatedime----tegulaLions- permit
the counting of children who should not be considered as
Aigrants.

The, regulations define a currently migratory child as one4 " who has moved within the past twelv-e months from one
school district to another .... " This definition classifies
as migrants those children who move during the summer months

between school years - and therefore encounter no
disruption Of their education as a result-of the move. In our
opinion,'such childrensare not migrants as envisioned by the
Act and their inclusion in the migrant statistics dilutes the
funds available to help those children who actually move
between school districts during the school year.

We recommended that the regulation;Theamended
to classify as

migrant only those children who have moved between .school
districts during the last iCadeinic year (as opposed to the
last'twelve months). The program office generally agreed with
our opinion-Of the intent of the legislation and informed us
that our recommendation would be considered in the current
drafting of regulations to implement the Migrant program's new
authOrization (under Chapter I of the Education Consolidation
and Reconcilation Act of 1981).

2. Pell Grant Program Administrative Cost Allowance, 1980--
1981

The,Education Amendments of 1980 (enacted,Octobet 3, 1980)
authorized the Secretary to reserve some Pell Gr#)t program
funds to pay- participating_ institutions an ,administrative
allOygnt_OL.$10 petgr-ant--re-e-i-pient. In Dectrarb"e-r-T91307-ENC----

IV-4
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Department reserved about $26 million for this urpose and

authorized institutions to,draw these funds. H er, the

__Supplemental Appriapriations_ancLRescist 19814

enacted on June 5, 3081, provided that no 1980-81 Pell Grant

program funds could be paid for-administrative expenses.

The Department is aware of the situation apd considering

the specific action which should be taken. One possibility

considered was to allow institutions to keep the funds drawn

for administrative expenses prior to June 5, 1981 and

require repayment of funds drawn subsequently.

We reviewed the information relating tO the pending decision

and concluded that ED should recover all adm.inistrative cost

allowances which had been drawn by the schools. In

December, we recommen46d that the Department recover as soon

a,s possible the $22.8 million which had been drawh by

insW.tutions through December 15, 1981. No final decision

has been made on this matter.
-ft4

3. S. 1882 Debarment and Suspension

The purpose of this bill is "to prohibit Federal agencies

from soliciting offers from, awarding contracts to;

extending contracts with, or approving subcontracts for any

pgirson who has been bafned or suspended by another agency."

Although we generally supported S. 1882, we pointed out
/

that

the" bill did not, provide for -the specific debarmentk and

sus aension procedures that Congress expects all agencies to

follow.

C. PRESIDENT'S COUNCIL ON- INTEGRITY AND EFFICIENCY

We are participating in a number of interagency projects and

cOliuntle-e-g -Pitt tated by thE PL ebident4-a-Courraiion -Integrity
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and "Efficiency which involve Government-wide of rts. A
li

- ) ees w is we ar= engag d in
follows.

4
o Performance Evaluation Committee

o Standards of.Conduals.CoMmittee

o Computer Audit Committee

o Training CoMmitee

o Property Held by Contractors and-Grantees

o Small. Business Administration 8(a) E.1igibility.
Verification Project

o Long Term Computer Match Project

D. SUBPOENAS ISSUED

The Inspector General is authorized to issue administrative
subpoenas to require the production of information necessary
for the\performance of mandated Fesponsibilities. During this
reporting period:, two administrative subpoenas, were issued.
There were also two subpoenas issued during the prior
reporXing period.

E. GENERAL ACCOUNTING OFFICE REPORTS

A

The OIG is the main receipt and control point for tepor,ts
issued by the Geheal Accounting Office, ensuring that they
receive proper and expeditious handling. After the reports
are processed,' promised remedial actions are tracked by the
OIG to assure completion. Beginning on April 1, hOwever, this
follow-up function is being transferred to the Office of
Management.

IV-6



General Accounting Office in order to keep informed of its

activities within ED and thereby minimize potential for

overlap in coverage.

During this reporting period, we received eight General

Accounting Office, reports requiring comment or corrective

action by the Department. Of these-, three were draft

reports and five were published reports. The Department

responded to. two of the three draft reports on. ime. .The

response to the third draft report is not yet due. Of the

five published reports, three of the four --responses

completed were on time. 'The Department's response to the

fifth report is overdue.'

F. REFUSAL OF INFORMATION

N14
Section 5(a)(5) of the Act requireb the Inspector General to

include in this report a summary of any report made to tie

Secretary whenever information or assistance is unreasonabl

refused or not provided.

.Du-ring this period, the OIG has received support from top

Departmental management and has not been unreasonably

refused-or denied informatiqn or assistance.

V

)
,
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SECTION V

°APPENDIX

REPORTING REQUIREMENTS

The specific reporting requirements as pfescribed in the
Inspector General Act of 1978 are listed below.

SOURCE

INSPECTOR GENERAL ACT

Section 4(a) (2) -- Review of
Legislation and Regulations

Section 5(a)(1) -- Significant
Problems, Abuses, and
Deficiencies

Section 5(a)(2) Recommeftda-
tions with Respeqt to
Significant Problems, A buses
and Deficiencies 4

Section 5(a)(3) -- Prior
Significant Recommendations
pot Yet Implemented,

Section 5(a) (4)--- Matters
Referred to Prosecutive
Authorities_

Seqtion 5(a)(5). and 6(b)(2) --
Summary of Instances Where
Information was Refused

Section 5(a)(6) -- Listing of
Audit Reports

ob.

LOCATION IN REPORT

4

Page IV-2

Page'I-8
Page 11-6

Page 1-8

Page 1-39

Page 11-2

Page IV-7

Page V-2
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Federal Audits of Edudation Department Programs
October 1, 1981 through March 31, 1982

Section 5(a)(6) of the Inspector General Act requires a ligting of
each audit report completed by OIG during the reporting period. A
total of 207 audit'reports were completed by Federal auditors, 107
with ,audit _findings and 100 without findings. These reports
listed below:

A. Audit Reports With Find 's

Number

01-20101

01-20102

01-21003
01-21202

02-11354
02-21000
02-21213
02-21355
02-21356
02-21357
02-21450
02-23002

02-23395
02-23396
02-23397
02-23398
02-23405
02-24000

02-24001
02724003
D3-10001
03-10002
03 -2103
03-21204

.03-21300
03-23002-

'03-24000
04-20001
04-20100
04-21200
04-21201

Auditee and State

Rhode IsAnd Higher Education Assistance
Authority, RI 10/81

Connecticut State Department of
Education, CT 10/81

Lyndon State College, VT 10/81
Nine Educational Institutions, Region I

Review, MA , . 03/82
Boricua College, NY 08/81
National Technical Institutefor the Deaf,-iN 11/81
U.S. Savings Bank, Newark, NJ 01/82
Beth Rochel Seminary., NY / . 10/$1
Merdy College, NY .

01/82
Apex Technical School, NY 03/82
Helen Keller,National Center, NY 02/82
Office of Student Financial Aid -- Program
Review, NY 11/81

Communication Technology Corporation, NJ '03/82
Communication Technology Corporation, NJ 03/82
NOW Legal.Defense and Education Fund, NY 03/82
Center for'Resource Management, NY 03/82
Communication Technology Corporation, NJ 03/82
New JOrsey Vocational Rehabilitation Financial
Administration, NJ 414 12/81

Department of Labor and Industry, NJ,
Nassau Community College, NY

03/82
12/81

McKeesport"Area School Diptrict, PA 10/81
Pennsylvania Department of Education, PA 10/81

* .
Smkthdeal.Ma-ssev Business4College, VA 03/82.
Wheeler Sc 3., PA

4.

01/82
11/81_

Date
Issued

Delaware ounty Community Coll ge, PA
Prqgrm and Lender Review -- 0 f.ice of Student
* Financial Add, PA
Departmentof HuMan Resources, D.C.
GeOrgia Department of Education, GA
Florida Department of Education, FL
Knoxville College, TN
Florida A & M University/. FL

V-2
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03/82
11/81
02/82
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04 -21205 Albany Stale College, GA,. 02/82
04-21302 Edward Waters_ College, FL 02/82
04-23000 Regiopal Off -ice Effectiveness Regarding 4eviews

-__

of Student Financial Aid,Lenders, GA 03/82
05-14202 Indiana State Board-of Vocational and Technical *

-Education, 1N --- 09/81
05-20001 Illinois s State Board of Education, IL _10/81
05-20008 Reyiew df Selected Matters

Pertaining to-Timely Grant Close-outs, D.C. 12/81
05-20116 --Wisconsin Board of-Vocational and Technical

_Education, WI 11/81
05-20120 Blue River Special Education Cooperative, IN 03/82
05-20551 Ohio Rehabilitation Services Commissiqn, OH 10/81
05-20553 Department of Economic Security, MN p3/82
05-21000 De Paul University, IL 01/82
05-21551 ,East West University, IL 03/82
05-23586 Indiana Department of Public Instruction, IN 01/82
05-23587 Indiana Department of Public Instruction, IN 10/81
05-23589 Indians Department of Public Instruction, IN ,I01/82
05-23590 Indiana Department of-Public Instruction, IN 01/82
05- 23591_ Indiana`'-Department of Public Instruction, IN 01/8

_05-23592 Indiana Department of Public Instruction, IN 11/81
05 -23595 Indiana Department of Public Instruction-, IN 01/82
06-20003 Migrant-Student Record Transfer System, AR 01/82
06-20101 -Texas Education Agency, TX- 03/82,
06-20102 Texit- Education Agency, TX 02/82
06-20103 Austin Independent School Districe,-tX -1 03/82

-19-6.--10104 Edgewood Independent School District, TX 0 82
06-20105 San Antonio'School District, TX 0 82
06-,20106 Dallas School District, TX 0 /82
06-20107 Pharr-San Juan - Alamo School Districts, TX 03/82
067201 9 Harlingen School District, TX 03/82
06-2010 Bilingual.Educatton,_TX . 03/82
06-20I15--Bilingual Education, TX , 0'3/82

0/-20000 Falls City, Public School District, NE- 1 02/8.2

07-20100 St. Louis School,District, MO - 01/82-
-07 -21200 State of Kansas,,KS 03/82
07-23774 :Kemp and Young,,Inc:, KS . 02/82
M9-20002____ California Department of Educatioh, CA

.
11/81

09=2064_
-7'

California Department of Education, CA ,,,,
0

01/82
.09-20006California Department of..Eication,-CA 02/82
09-20007 California Department of Education,, CA 03/82
0-20102, Employment Development Department; CA '10/81
09-21204' Student FinanC14-Aid Cash.Management --

Region IX,CA . .,
.
02/82

-09-21205

10-20000
10-20001

-10-20001
10-20004

..Office of Student Financial Aid -- Region
-SIX, CA -.12/81
Superintendent of Public Ihstruction, WA 02/82

'Superintendent of Public Instruction, WA 02/82
-.Bering Strait School District AK 01182 .

___.

ilorth Kitsap School District WA: I2/81,
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10-20005 . Division 6f ecia/.ServiceS,WA
:10 -20651 Alaska Depart ent of Education, AK
10-21201- East Oreggn S ate College,16R

'4,10-21202 sane Community'College, OR
10-21203' Bastern Washington Unive'rStty, WA
10-21204 Everett Community tolegia,'
1,0-21205 4 Chemeketa Community Coil ge, OR. .

10,-21207 )Central' Washington University,4WA
10-21206 Washington State University, WA ,

10-21209 Boise Sta.ee Univ-ensity, ID
10-23956 Quilcene Public School, WA
11-23002 Consulting Services, U.S.. DepTrtment.of

Education, D.C.
U.-23011 Horace Mann. ,earning Center, U.S. Departlnen't

of Education, D.C.
'11=-23016 National Institute for Community

Development, D.C.
11-23020 -4Revie0 of Certifying Off,icers'nFudbtion,

U.S. Dewrtment of Education, D.C.
11-23028 Recommend&Wons for Refunaof Bilingual

Education Funds, Selected Louisiana
.Parishes, LA,

11-23035

12-2145b

12'723000
12-23320
12-23399
11-23541
12-2381
J2-23852
4.2-24109
12-2411D
L21 24119

'12-24124.
12-24134
12-24151
12-,24250

03/82
02/82
12/81
11/81'
11/81
10/61,.:r 11/81
10/81.
4101(2

--10/81_
. 03/82

tr- ,

J
44.

Union for Experi,exting Colleges and

Coalitio of Indian/tontrolled School
OH

,oards,, CO
University of Southern C4ifornia CA 11I-
Network, Inc., MA
Center for'Resourc Management,, NY
Conserva c., NC
Exemplar
Loretto

a
ter for Reading-Instruction,,UT
ts'dollegeo CO,

12/81

02/82

-11/81

12/81

10/81

02/82

01/82
12/61
11/81
02/82
10/81
02/82'
02/82

r.

Urban Resources Consultants, D.C. 40.
11/81
11/81P

. Miranda a Associates, Inc;,"MD .

RMC Research Corporation, VA 01/82
GovernmentStudies' and Systems, Inc.,' PA 01182 __
Applied Management-Gclence,s, Inc., tip 03/82 .....

National Conferende of StAte, Legfslatures, KY t1/81
Powell Associates, Inc.;.TX . \ '10/81 '1

3.

41's t.

,

;

ti

V -4

ti

la

V

A

4

A

a



B. Audit Reports Without Findings
0,
01,24000 ABT4Assobiates, MA
02-21200

02-21215 '
s03=20103
06-20113

"05-21215
05-21216
05-21217
05-21550
05-24253
06-11458
06-11459

.0.6-11460
D671.1461
0C-11462

. 06- 23667'
06-24000

07-23777.
07-24000
09-24000
10-23950
16-4958
lr-23021

11-23025

. 03/82
Nassau County Community College, NY- 11/81
Stevens Institute of Technology, NJ- 10/81
Virginia Commonwealth University,.Vi ,,-01/82
Indiana Depart t of Public Instruction, Igor 12/8`1
University of troit, MI 11/81
Northwestern_University,'IL 12/81
Little Company of Mary Hospital, IL .12/81
Puth for Excellence, Inc., IL - 11/81
McKendree College, IL 02/82
Rice University, TX . 09/81
Arkahsas State University, AR

. 09/81
University of Oklahoma, OK 09/81,
Texas State Technical Institute of Nursing, TX 09/81
Baylor University' School of Ndrsin4, TX 09/81
Educational Innovators, TX 03/82
University of Oklahoma Health kcience

Center, OK
American_ College Testing Program, Inc.; IA '

Midwest Research Institute, MO
Rand Corporation, CA

4

03/82
03/82
03/82
02/82

Northwest Regional Educational Laborator,y, OR' 03/82
Northwest Regional Educational, Laboratory, OR 03/82
,Property Held by Contractors and Grantees, ',-',

'',.----, .-

AR and WI ,

to " 'Y 01/82. *
i:, ,erican Coalition of Citizer 4 .

.,: '"
...

isabilities, D,C:, ..,
v -

.. ,.!.. :-

. c.-
10/81

rican Occupation6a Ttefghi6Sociatican, MR..10/81
Review of Selected U.S. Dep rtment of

Education Contracts, D.C. 12/81
Network, Inc., MA . 10/81
Contract Researth .Corporation, MA 12/81
Contrabt Research Corporation; MA 11/81
New York.Interface Development Project,

Inc., NY 02/82. -

Clark, Phipps, Clark and Harris, NY 11/81
National Conference ofk13...tes on Building
Code Standards, VA 03/82

Pennsylvania Department of Education, PA 10/81
Council for Exceptional Children, VA ' 10/81
Research and Evaluation Association, D.C. L0/81"
Joseph Froomkin, Inc., D.C. . . T3/82

.

National ASsociationof StuAnt Financial
Aid Adminietrators,:D.C. '11/84

.1`2-23451 ,LLtigation Support'Services, D.C.

'11-23026
'117723027

12 -23324
12-233,Q5
12-23326
12-231102

12-23404
. 12-23440-

12,23446
12-23447

J412-23448
12 -23449
12-L23450

4 e'

0. ' 11/81
'12-'23452 Greatel Washington Education Telecommunications

A Association, Inc

"
, D.C. . 11/81

fr12 ,23453 Institute'ftr ormation Studies, VA 1 11/81
12 -23454 Maryland State eptrtment of Education, MD 11/81
12,23.458 '61' Reading is Fundamental,*Inc., D.0 11/81

%
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K-

12-23533 Conserva, Inc., NC 12/81'12-23540 Conserva, Inc., NC 10/81"12-23674 Arkansas State.oDepartmbrit of Education, AR. 10/81
1?- 2377.2 University of Kansas, KS - 10/8112-23773 Univers,ity of Kansas, KS
12-23775
12-mi23776

12-23846
12-23848 I-

12-23849.!
12-238961
12-23965

-f 12-24000
12-24001
12-24002
12 -2405
12-24p

4' 12-2410

A

-b

1.

12-2419
12-2410

10/81
Native American Research-Institute, KS 12/81
UniVersity,of Nebraska at Omaha, NB v 12/81
Wyoming Department- of'Education; WY,-* '01/82
United Tribes Educational Technical,Center, ND 02/82
Dakota Plains Institute of,Learning, D ,02/82
Far West Laboratory, CA 10/81
Washington State Superintendent ofPu lic

Instruction, WA .

University of Hartford, CT 4
University of Vermont, VT
Policy and Management Associates, Inc:,
Syracuse',University, NY
Amel:kcan..pri-i4e.egity., D.C.

Associatipt'for Educational Communications
11. and Technology, D.C.
Bi'ospherics, Inc., MD
Delta Research Corporation, NA

12-24104_ Touche Ross' and_company-,-,..,Q.C.
12-241 5 General Physics Corporation, MD
12-241 § Association for Educational Communication

and Technology, D.C.
12-.24197 Internatiqnel Business Services, Inc., D.C.
12-24198 Applied Management Sciences, Inc., 4D
12-24111 Applied, Urbanetics, Inc., D.C.
12-24112 National,Instltute'for Advanced Studies,
12 -24113 Urban Resources Copsultants, D.C.
,12-24114 National. Associgt* of.Co nties, D.C.
12-24115 RMC ResearCh Corporation, V
12-24116 Conference of Mayors Resear h and

Education Foundation, D.0
12-24117 RMC- Research torpora(ion,
,12--24118 RMC Research Corporation;- TA
12-24120 . RMQ ReSearch Corporatio'n
12 -24121 RMOResearch-Ctrporation,-
12424122 AppliedUrbanetics, Inc., D.Cm
n1-241i23z Applied Urbanetict,, Inc., D:Cw.
12'-24 25'. National Center" for a Barrler Free

Environment, D.C.
12 24126 WESTAT, Inc., MD
12-24127 InterAmerican Reseetcb AssoCiation, VA
12L128 youche Rosg4!and Company, D.C.
12-24129 RMC Research Corporation, VA ,

12 -2430 RMC Research Corporation, VA
Lawrence Johnson and Associates, Inc., D.C.., 03/82
American.rnstitute'for Research, D.C.' 03/82 °
American Institute for Research, D.C. 4.03/82
NTS Research Corporation, NC .10/81

vg

12 -24131
12-24132
12 -24133
12-24150

4

a

.10/81
11/81
02/82
02/82
10/81
10/81

11/81
10/81
10/81

--LI-0741
-10/81

11/81
11/81.
11/81
11/81

. 12/81
. 12/81
.12/81
12/81

01/82
01/82
01/824
01/82
01/82
01/82.
01/82

02/82
02/82
02/82

,-02/a2
02/82.
02/82

4.

No

V-6 't
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O.

12724152

12-24200
12-24201
12-24202
12-24203
12-2A350
12-24351

12-24352
12-24400
12724401
12--24402

4

do.

University cif North Carolina a Chapel
Hill, pc

Ohio State Univer ty Research Fou OH
University of Michigan, MI
Bradley- University, IL
Ohio State Universit Research Foundation, OH
University of Norttier Colorado, CO
University of Colorado Health Sdiences

Center, CO
Utah State University, UT
Ultrasystems, Inc., CA
System Development Corporation, CA
University of Southern California, CA

-

a .111

4

.

4

A

I

.0 4

V-7

i
v it

fi

01/82
10/81'
10/81
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V

SCHEDULE OF

ACCOUNTS RECEIVABLE

Page 1 of 3

The Senate Committee cm -.Appropriations' report 'on the ;

SuppleAttal Appropriations and Rescission Bill, 1980
directed the Inspectors General to include in their semi-
annual reports a summary of the total amounts. due their
agency or department, at well as amounts overdue, and
amounts written of as uncorlectible during the -reporting'
period. THefollowing schedule was 'provided by the Office

. .

of Financial Management Service'for inclUsion in our semi-,
annual report. The accounts receivable st-Atistics have not
'beedc audited by the OIG and we're therefore unable to
attest to. t#e accuracy of .the data prOvided.\ 4

,

fi

V- 8
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Page 2 of 3

DEPARTMENTOF EDUCATION

SCHEDULE OF RECEIVABLESis OF MARCH 31,, 1982

SECTION 1: ReConciliation
Accounts
Receivable

Loans
Receivable

Other
Receivables

1. Beginning receivablesvables . . . .2/.
2. Activity__

a. New receivables during Alscal
.year , f.._

B. Repayments on receivables .

c. Reclassified amounts . . 4.-1/. . .

cl.. Amounts written off

1493237:998 :63...

206133y$97.88

lq/TriP.....g.
4..i;ktY4 7,4-26_./.,

oia,iff:u0i.
.

9.,381.098.8AAf

26114211995:15

.ii?ilildt6
itz-i;iYatQf

""k7-,. u,084.4o

1,984,553.00

2,231,998:pp

iii0,2,}?kPP)..
4 nP 7?P,PP...

2
i

3. Ending receivables

SECTION II: OUtstandine Receivable))

628 348 815.11. 9,542,826,822.23 7 554 936.00

308,045,994.74 4,575,704,456.20
(' %

--217r50,834.81 72,067,874.78
'22;21,1 M:124 .48:2e8:41(3:i8
.??.1.,i),V9,92.. - .. 7AN).1.9un§Al
.W49.714,,52... ....47.,7.44,
.64..57e.423.p... ...45.7.44.114.4Q

1.4915g5x3149=5851269.13.,. 4,409,101,905.97

).'

928,075.00

20,658.00

...1g..(56.

7,N4 ;99

.1.49.;,99

.1.Q4a00Q

3,939,457.00

1. Current Receivables
a. Not Delinquent .,-4 . :
b. Delinquent

1. 1-30.Day; . !

2. 31-9: Days .

3. 91-184Days
4. 181-360 Days .... , . . .

5. Over 360 Days

2. NontCurrent Receivables ... ..4/. .

3. To tal Receivables

SECTION III:: Allowances and Write-offs

628,348-,815.11 19,542,826,822:23 7,554,936,00

., .

3,653,979.13 * 946,209,832.67
. ' .

ce V

(313,221.00) *(7,190,084.40)

,

295,641,315.80 28,656.65

--

.

1. TOtAl allowances for uncollectible
accounts, beginning of period . . . .

2. Total actual welte,offs during the
fiscal year . . . .... .. . . .6 .. : .

3. Adjustment to allowance account for
the period (provision for loss
expects.).

.. Totalallowances end of peiodl

SECTION IV: Admini4treive Veins'

, , .7 , , .2 _

4

.

.

.

__ _____

___ ___ ._ _________
.

.

4.
- - - ---- ,26,619

.. P.9., Pf). .8.3.7:29,

?

.

.

,

.i .

. . - '

1. Delinquent accounts referred to GAO
a. Number
b. Amount .

I ,

. Delinquentia.Counts referred to
%/trifle(

,
S. Number . . ,

b. Amount \
, .

-
.
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FOOTNOTES

S.

-1

Page 3 of 3

'1/ Pdrtion of the balance reported in September 30, 1981 is
now being ipported separately for; March, 31, 1982 on appro-
priation 91"-0192 Ar-
$2,774,436.0 represents outstanding Institutional accounts
end is classified as a potential receivable due to the fact
the LEEP is no longer funded and we are currently concentra-
ting our efforts on reconciling all outstanding accounts.

The totals op this page do not reflect any accrued interest
on accounts.

2/ Includes $261,221.00 to, settle audit deficiencies.

3/ Promissory Notes_recl esi -d from Accounts Receivable to
Other Receivables 7 S6 5,289.00. ,

."- Audi-ts under appeal reported as footnote on ST-220 dated
AAwugust130, 1.981 $66,561,062.68
Reclassified audits to appeal, status $8,416,7(4.00.

4'/ Under the NDSL program,.the loans receiva ble remain avail-
able for expenpiture in institutional revolving loan funds
until institutions decide- not to participate in the NDSL
program or refunds are collected as a result of either
bankruptcy or large cash balanceS on hand. .
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